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EXECUTIVE SUMMARY

In recent years the debate in the United States about trade policy has focused
on the issue of fairness, There is widespread belief that unfair trade practices,
including sales of goods at less than fair value (otherwise knpwn as dumping) and
subsidization of industries by foreign governments, have injyred American
industries, driven firms out of business and created unemployment. As a result of
this belief, the United States has on several occasions amended its Jaws against
dumped and subsidized imports, each’ time makmg it ea31er for domestlc industries
injured by such 1mports to obtain relief.

Despite the 1mportance of this debate, its central premise that unfairly traded
imports have been a serious. problem for American business has replalned largely
unexamined. . This report analyzes the effect of dumped and/or subsidized imports
on competing domestic- ingustries between 1980 and 1988. This time frame was
chosen because it falls between two substantial changes in the law, the Trade Act
of 1979 and the 1988 Omnibus Trade Act We develop an economic methoc)ology»
that estimates what the performance of the domestic industries competing with

~ dumped or subsidized imports would have been had such imports not been unfairly

traded. - By comparing this estimated performance with the actual performance of
these industries, we can estimate the effect of unfairly traded imports upgn domestic
industries. By making certain assumptions about the parameters of the model, we
compute upper bounds on the effect of unfairly traded imports. By changing these
assumptions, we obtain successively tighter bounds.

During our chosen time frame, the U.S. International Trade Commission made
decisions on 221 antidumping or countervailing duty cases. There is sufficient
public information available concerning 179 of these 221 cases to permit us to
estimate injury to domestic industries as the result of unfairly traded imports.

- Our estimates indicate that, of these 179 cases, only 53, or less than one third
of the total, suffered a loss in domestic industry revenue as the result of unfairly
traded imports that could be greater than 5 percent. Only twenty-one cases involved
a loss in revenue as the result of unfairly traded imports that could be greater than

10 percent. Because our methodology and the data we rely an consistently

overstates injury to the domestic industry, it is likely that an even smaller number
of domestic industries have suffered revenue losses this large because of unfaxrly
traded imports.

The results of this report should not, however, be construed to suggest that

domestic industries are never, or almost never, injured by dumped or subsidized
imports. For virtually all of the 174 cases for which we calculate injury we find
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that the domestic industry suffers some measure of injury from unfair imports. The
relevant question is not whether there is any injury, rather it is how much injury is
suffered. Indeed, the main purpose of this report is to quantify the injury caused by
unfair imports. Moreover, this report examines only those instances of dumped or
subsidized imports that have resulted in ITC cases. Furthermore, since this report
examines only dumped and subsidized imports it is not appropriate to use our results
to draw inferences about the magnitude of the effects of other types of unfair
practices on domestlc industry. Under U.S. law, there are many foreign policies or
practices that may be unfair and cause injury to domestic industries. In addition to
dumped and subsidized imports, these include foreign government barriers against
U.S. exports and mfrmgement by foreign firms of U.S. intellectual property rights.

The industries most severely affected by unfalrly traded imports are diverse.
While they include agncultural and consumer goods, they are primarily raw
materlals and 1ndustr1al products Only two, 64K DRAMS and EPROMS might be
consxdered strateglc

Our ﬁndmgs are at varlance with the popular perceptlon that unfair imports
inflict w1despread ‘harm on domestic industries. One explanation for this result is
that our estimates isolate the effect of unfairly traded imports from other economic
changes affectlng the industries. Firms that compete with unfairly traded imports
may be expenencmg difficulties - independent of import competition. Casual
observers might mcorrectly infer causality from the coincidence of declining sales,
proﬁts, or employment w1th unfairly traded imports.



CHAPTER 1

INTRODUCTION

Recent debate on U,S. trade policy has been dominated by the fairness i issue.
It is argued that the United States needs to adopt or strengthen policies that attempt
to provide a "level playing field" for domestic producers. This is needed because
it is believed that foreigners engage in practices or adopt polices that cause severe
injury to domestic industries. These "unfair" practices include the subsidization of
foreign producers by their governments and the "dumping" of goods into the U.S.
market by foreign producers '

There is a widely held belief that when foreign firms dump their merchandlse
in the domestic market or receive subsidies from their government, there will be
significant ]ob losses and output reductions in import sensitive industries. ~This
perception is reflected by the results of a 1988 opinion poll which found that 77
percent of the respondents agreed with the statement: "Foreign governments are
destroying American mdustry by subsidizing the costs of manufacturing with
government funding...""" It is also believed that unfair imports cause a further
deterioration of the balance of payments. Furthermore, the fairness issue, which was
largely confined to dumped and subsidized imports in the early years of the postwar
era,” has since spread to give an important 1f not prominent role to practices of
foreign governments that restrict U.S. exports.> Concern about problems attributed
to unfair imports prompted some of the fiercest lobbying efforts in drafting the 1988
Omnibus Trade Act, efforts that sought to increase the "effectiveness" of the
Antidumping and Countervailing Duty laws.*

Despite the importance of the fairness issue, therg is surprisingly little
information about the extent to which unfair imports actually harm domestic
producers and workers. However, among the modest collection of studies that have
estimated the effects of unfair imports, there are two contributions prepared by staff
of the Federal Trade Comm1ssmn ("FTC"). The first dealt with subs1dlzed steel

' Only 14 percent of the registered voters surveyed dlsagreed with this statement. Cited in paper by Bart Fisher delivered
_November 1988 to Symposium in- honor of Professor Isaiah Frank. Source of survey was Fingerhut/Madison Opinion
Research and Communications, cited in Memorandum to the Democratic Congressional Campaign Committee by Vic
Fingerhut, May 6, 1988. ’

% See Pearson (1989), p. 73.

* The debate on the 1988 Omnibus Trade Act underscored the importance Congress attached to unfair practices of foreign
countries that limit U.S. exports and its dissatisfaction with the manner in which the Administrative branch had enforced
section 301 of the Trade Act of 1974. Section 301 authorizes the President to challenge foreign government practices that,
in effect, reduce U.S. exports. As a consequence of this dissatisfaction, Congress amended section 301, adding the so called
“super 301", making it more difficult for the Administration to avoid taking action. For a useful background discussion, sce
Ahearn, Mendelowitz, and Reifman (1991), pp. 50-52.

* Horlick and Oliver (1989), p. 5 and Barshefsky and Zucker (1988), p. 253.



imports from the European Community and four other countries, FTC (1982), and
the second dealt with subsidized softwood lumber imports from Canada, FTC
(1983).° With the exception of these few studies we do not generally know
whether unfair imports typically cause domestic industry to contract by 1 percent or
by 50 percent. This report attempts to remedy this shortcoming. We focus on
dumped and. subsidized imports and provide estimates of their effect on U.S.
_industries by drawing on a large sample of cases investigated by the U.S.
International Trade Commission ("ITC") between 1980 and 1988.

A prev1ew of the rest of this report follows First, in chapter 2 we summarize
and provide perspectives for antidumping and countervailing actions in the United
States during the period 1980 to 1988. Chapter 2 also explains concepts and
- procedures encountered in U.S. antidumping and countervailing duty investigations
- and summarizes the outcomes of these investigations. Readers familiar with these
matters may wish to skip this chapter. Chapter 3 discusses in relatlvely nontechnical
,terms the economic model we use to estimate the magnitude of injury to domestic
‘ 1ndustry caused by unfair imports. The main elements of our approach to estimating
_injury are found in the first four sections; in order to fully understand our empirical
 results it is important to be familiar with this material. For readers who like
d1agrams ‘a s1mphﬁed version of our model is provided in Figure 3.1. For those
_ who are interested in technical details, the model is described more fully in appendix

B. The pr1nc1pal chapter of this report is chapter 4. It presents estimates of the
; magmtude of injury suffered by domestic industries as a consequence of dumped or
. subsidized imports.  Finally, chapter 5 summarizes our empirical findings,
acknowledges some qualifications, and offers several possible interpretations of the
' findings.

* See also FTC (1986). In addition, Mutti (1984) has estimated the effects of subsidized steel imports from the EC and
Murray and Rousslang (1988) examine the effects on unfair imports on-four industries: brass sheet and strip, unfinished
mirrors, candles, and oil country tubular goods.



CHAPTER 2

AN OVERVIEW OF
UNFAIR IMPORT CASES

1. Introduction

This chapter takes first steps towards:shedding some light on the question of
‘whether unfair imports generally cause severe harm to domestic industries. While
our quantitative injury estimates are presented later in this report, in chapter 4, we
can gain some useful perspectives about the severity of the impact of unfair imports
by reviewing certain information from official investigations by the U.S.
government.  Accordingly, this chapter provides a selective overview of all
investigations of unfair imports into the United States during our sample perlod
1980 to 1988. This period was chosen because (1) it is relatively recent, (2) it was
an active one for unfair import investigations, and (3) it covers the period between
two important changes in the law: the Trade Act of 1979, which implemented the
agreements reached in the Tokyo Round and the Trade Act of 1988 6

We begin by discussing termmology (sectlon IT) and then survey the outcomes
of recent antidumping and countervailing duty investigations (sections III and IV).
This is followed by an empirical examination of two major factors that determine
the magnitude of injury from unfair-imports (section V) and a survey of the size of
(measured by employment) and hourly wage rates paid by the domestic industries
involved in unfair import cases (section VI). Appendix A explaihs how we
constructed the data sample used in this report.

II. Unfair Imports and Unfair Advantages
‘In this report, "unfair imports" refer to subsidized or dumped imports, imports

which involve certain international trade practices deemed to be unfair under U.S.
law.” Specifically, subsidized imports occur when foreign firms benefit from

"7 ¢ The Trade Act of 1979 introduced an injury test for most subsidized imports (previously only duty free imports were
given an injury test) and made substantial changes in procedures for the administration of the law including, inter alia, strict
time limits for the various phases, and instructed the President to submit a reorganization plan to improve enforcement of the
unfair import laws. [This led to the shift of the responsibility for calculating dumping and subsidy margins from the Treasury
Department to the Commerce Department.] For a discussion, see for example, Jackson and Davey (1986), sectmns 10.2 and
10.3, and Shuman and Verrill (1983), pp. 107-111.

7 A third type of unfair imports under U.S. law, so called section 337 cases, is not examined in this report. This refers
to imports that are sold by means of unfair methods of competition that violate U.S. copyrights, patents, or trademarks. For
background see, e.g., Jackson and Davey (1986) section 10.4.

(continued...)



certain subsidies or bounties granted by their governments. Dumped imports occur -
when foreign firms charge prices that are less than fair value ("LTFV"). Less than
fair value pricing arises if (1) foreign firms price discriminate by charging a lower
price on sales to the U.S. market than on sales to their home market® or to third
countries, or if (2) foreign firms charge prices on sales to the U.S. market that are
below cost of production ("constructed value").’

Under U.S. law, countervailing duty ("CVD") and antidumping ("AD")
investigations' generally start when a domestic industry (e.g., a group of domestic
producers, a trade association, or a labor union) simultaneously files a petition with
the Department of Commerce ("Commerce") and with the International Trade
Commission. ("ITC")."!  Commerce and the ITC jointly administer the
countervailing duty and antidumping statutes. . Commerce determines the amount of
the subsidy and/or dumping that is taking place. The ITC determines whether a
‘domestic industry is injured by unfair imports.

If domestlc producers are successful before both agencies, they obtain relief
in the form of additional duties levied on the unfairly 1mported products. The
magnitude of the relief is based on subsidy or dumping margins (discussed below)

calculated by Commerce. After the additional duties are imposed the unfair imports
are no longer unfair.

This is an impor'tant point and needs to be underscored. In general
imposition of the additional duties will increase the price of the subject imports in
the U.S. market and therefore reduce the amount that enters the country, but not to

’(...continued)
Note also that this report does not examine those unfair international practices defined in section 301.of the Trade
Act of 1974. These unfair practices include, inter alia, policies of foreign governments that (1) limit exports of U.S.
companies or (2). do not afford adequate protection to U.S. intellectual property rights. For background, see Jackson and
Davey (1986), section 10.5. Also see U.S. Congress, House of Representatives (1988), Omnibus Trade and Competitivehess
Act of 1988, Conference Report to Accompany H.R. 3, 100th Cong., 2nd Sess., Report 11-576, pp. 2-3, 62-125, and 550-639.

8 This i is the traditional form of dumpmg A forelgn monopolxst who can separate customers in its home market from
customers in the U.S. market (and thereby prevent arbitrage) and who also faces a more elastic demand on sales to the U.S.
will maximize profits by charging a lower price on sales to the United States. See e.g., Caves, Frankel, and Jones (1990),
pp. 302-305.

® According to Horlick (1989), p. 136, since 1980 about three-fifths of all antidumping investigations have been based
at least in part on allegations of sales below costs.

1° The system used by the ITC to record CVD and AD investigations is as follows. CVD investigations are indicated by
701-TA-X, where "701" and "TA" refer to section 701 of the Trade Agreements Act of 1979, and "X" is an investigation
number. The first CVD investigation decided under the 1979 Trade Act was 701-TA-1. The same comments apply to AD
investigations, except that 701 is replaced by 731. Note that there are a small number of CVD cases involving duty free
imports from certain countries, where 701 is replaced by 303.

! Although they are rare, unfair import investigations can also be initiated by Commerce. A recent example is the
countervailing duty case involving sofiwood lumber from Canada. See Keith Bradsher, "Canadian Lumber Penalized," New
York Times, March 7, 1992, p. 39.




zero. Some quantity of imports will still enter the country. Therefore, to determine
the impact of unfair imports on domestic industry it is necessary to estimate the

amount by which the quantity of the subject imports will decline. The precise
amount will depend on, among other-things, the size of the additional duties, which
explains why the magnitude of the dmnping and subsidy margins is so crucial.

: In subsidy cases, Commerce determines the net benefits that constitute
‘'subsidies and calculates the ad valorem subsidy margin. For example, if Commerce
‘determines that the net benefits per unit of imports are $50 while the price of the
“imports to domesti¢ purchasers is $100, then the subsidy margin is 0.50 or 50
percent (=50/ 100) In antidumping cases, Commerce determines both the fair price
and the price charged on sales to the U.S., and then calculates the ad valorem
dumping margln For example if Commerce determines that the fair prlce is $100
(e.g., the price charged in the home market) while the price charged in the U.S.
"market is $80, then the dumpmg margin is 0.25 or 25 percent [-(100-80)/80)]

SubSldIZCd and dumped imports are perceived to have an unfair price

advantage over competitive domestic products. The question is, how large ¢an the
unfair price advantage be? This depends on the difference between the initial price
of unfair imports and the price that would have been observed in the absence of
subsidies or dumping. Under the usual cost conditions, i.e., constant or increasing
marginal costs, the upper limit for the price that would prevail in the absence of the
unfair practice equals the initial price increased by the. full extent of the
dumping/subsidy margin. ‘This is the so-called full pass through case.'

To illustrate, consider the specific examples discussed above. In.the subsidy
example, the perception is that the price of imports should have been $150. This
equals the actual price ($100) increased by subsidy margin (50 percent). The
argument is that because foreign firms benefit from a subsidy that reduces their
costs, the price of the imported product is two-thirds of what it should have been.
Therefore imports have an unfair price advantage of 33 percent [=(150-100)/150].
Similarly, in the dumping example, it is believed that the fair price of imports is
$100. But the actual price was $80 so the unfair prlce advantage is 20 percent
[=(100-80)/100].

Finally, note that whether there is severe injury to domestic producers depends
‘not only on the magnitude of the unfair price advantage, but also on certain
characteristics of the market, including, for example, the degree to which quantity
demanded responds to price changes. This will be discussed more fully in the next
chapter. :

"2 For an analysis of the pass-through issue in CVD investigations, see Knoll (1989) pp. 63-76. For an analysis of this
issue in AD investigations, see Boltuck (1991), p. 99.



o HI Potential Outcomes of Unfair Import Investigatiohs

~ Each countervailing duty or antidumping investigation potentially proceeds
. through a preliminary phase and a final phase at both the ITC and at Commerce,
and throughout is subject to a strict timetable.”” The first determination is made
by the ITC when it announces its prelmunary mJury finding. If this determination
is negatlve the investigation is terminated. If it is affirmative, the investigation
continues at Commerce. If Commerce determmes preliminarily that the subsidy or
dumping margin is more than de minimis (i.e., greater than 0. 50 percent), then
importers are required to post bonds or make cash dep051ts based on the margms
If Commerce determines preliminarily that the margin is de minimis, then no bond
or dep031t is reqmred Regardless of its prelumnary ‘margin determination,
Commerce proceeds toa ﬁnal phase margin investigation. If this final investigation
concludes that the margin is de minimis, the investigation is terminated. If the final
margin is not de minimis, the ITC must make a final injury finding. A final ITC
negatlve injury determination terminates the investigation. A final ITC affirmative
mJury determmatlon results in an order from Commerce to the Customs Bureau to
_ 1mpose antldumpmg or countervallmg duties.

 Based on the above discussion, each investigation is eventually resolved in one
of five ways:

) An in\iestigatioo will end at the preliminary stage at the
ITC if the ITC makes a negative injury determination --
"preliminary ITC negative."

“(2) Aninvestigation will end at the final stage at Commerce if
Commerce makes a negative determmauon ~-- "final
Commerce negative."

(3)  An investigation will end at the final stage at the ITC if the
ITC makes a negative final injury determination -- "final
ITC negative." '

(4)  An investigation will end at the final stage at the ITC if the
ITC makes an affirmative injury determmatlon -- "final
ITC affirmative."

(5) Finally, an investigation can be ended on other groﬁnds --
"Other."

13 For an elaboration of what is involved in the administrative process, see Palmeter (1987). Also, for a useful diagram
that illustrates the stages and gives the statutory timetable, see ITC (1989), Annual Report, 1988, p. 24.

6



Under the first three outcomes, no antidumping or countervailing duty orders
are issued. Under the fourth outcome, antidumping or countervailing duty orders
are issued and additional duties are imposed." The fifth outcome is a catchall.
It includes instances where the petitioner requested the petition be withdrawn. It
also includes many more instances where a voluntary restraint agreement ("VRA")
was negotiated with foreign countries.'” Finally, note that there is no sunset
provision in U.S. law for antidumping or countervailing duty orders.’®

IV. Results of Unfair Import Investigations

Between 1980 and 1988, the U.S. made 297 decisions on countervailing duty
investigations and 399 decisions on antidumping investigations.”” Tables 2.1 and
2.2 provide details for each year and also give cumulative totals for the nine year
period. Figures 2.1 and 2.2 depict the percent dlstrlbutlons of the cumulative
totals.'®

1 Following an affirmative decision by the ITC, importers are required to make cash deposits based on the final subsidy
or dumping margins determined by Commerce. The actual duty is calculated later, inan admxmstratlve review by Commerce.
See Horlick (1989), pp. 126-129.

' VRAs may facilitate collusion by foreign firms, in which case they may be subject to U.S. antltrust action. To avoid

risk of either criminal prosecution or private civil treble damage suits, U.S. trade negotiators encourage the exporting country
to establish formal export controls, to obtain immunity from antitrust actions under the "sovereign compulsiop” defense See
Jackson (1989), p. 179.

According to Finger and Murray (1990) the vast majority of investigations that fall in the “other" category resulted
in VRAs. VRAs are agreements between the United States and foreign countries in which a foreign country agrees to restrict
its exports of certain products to the United States. '

Note that there is an important difference between the welfare effects of VRAs and AD or CVD orders. This is
because a VRA creates quota rents, which are typically lost to the United States, while an AD or CVD order yields duty
revenue, which is retained in the United States. In particular, when a VRA restricts imports to the same degree as an AD or
CVD order, the VRA results in a transfer to foreigners of the duties that would have been collected under the AD or CVD
order and, therefore, is more costly to the United States than the AD or CVD order.

' However, parties may appeal to the Court for International Trade to overturn "final" determinations by Commerce or
the ITC, i.e., final in the sense that the investigation is terminated. Thus, an ITC preliminary affirmative determination cannot
-be appealed because the investigation continues, but an ITC preliminary negative determination ends the investigation and,
therefore, can be appealed. Note also that administrative reviews by Commerce may revise dumping or subsidy margins.
For discussion of these issues, see Horlick (1989), p. 126-131.

' In some investigations the ITC decided that there was more than one product and did not make the same determination
for all products. For these "split product determinations" we record each determination.

'® Although Tables 2.1 and 2.2 report the number of decnsxons made each year for unfair import investigations, it would
have made little difference if we had recorded cases based on the year that petitions were filed. Prusa (1991) reports number
of investigations between 1978 and 1988 based on filing date.
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Under the first three outcomes, no antidumping or countervailing duty orders
are issued. Under the fourth outcome, antidumping or countervailing duty orders
are issued and additional duties are imposed."* The fifth outcome is a catchall.
It includes instances where the petitioner requested the petition be withdrawn. It
also includes many more instances where a voluntary restraint agreement ("VRA")
was negotlated with foreign countries.”” Finally, note that there is no sunset
provision in U.S. law for antidumping or countervailing duty orders.'¢

\

IV. Results of Unfair Import Investigations

Between 1980 and 1988, the U.S. made 297 decwlons on countervalhng duty
investigations and 399 decisions on antldumpmg investigations.'”  Tables 2.1 and
2.2 provide details for each year and also give cumulative totals for the nine year
perlod Figures 2.1 and 2.2 deplct the percent distributions of the cumulative
totals.'®

" Following an affirmative decision by the ITC, importers are required to make cash deposits based on the final subsidy
or dumpmg margins determined by Commerce. The actual duty is calculated ]ater in an administrative review by Commerce.
See Horlick (1989), pp. 126-129.

¥ VRAs may facilitate collusion by foreign firms, in which case they may be subject to U.S. antilrustA action. To avoid

risk of either criminal prosecution or private civil treble damage suits, U.S. trade negotiators encourage the exporting country
to establish formal export controls, to obtain immunity from antitrust actions under the "sovereign compulsion” defense See
Jackson (1989), p. 179.

According to Finger and Murray (1990) the vast majority of investigations that fall in the "other" category resulted
in VRAs. VRAs are agreements between the United States and foreign countries in which a foreign country agrees to restrict
its exports of certain products to the United States.

Note that there is an important difference between the welfare effects of VRAs and AD or CVD orders. This is
because a VRA creates quota rents, which are typically lost to the United States, while an AD or CVD order yields duty
revenue, which is retained in the United States. In particular, when a VRA restricts imports to the same degree as an AD or
CVD order, the VRA results in a transfer to foreigners of the duties that would have been collected under the AD or CVD
order and, therefore, is more costly to the United States than the AD or CVD order.

' However, parties may appeal to the Court for International Trade to overturn "final" determinations by Commerce or
the ITC, i.e., final in the sense that the investigation is terminated. Thus, an ITC preliminary affirmative determination cannot
be appealed because the investigation continues, but an ITC preliminary negative determination ends the investigation and,
therefore, can be appealed. Note also that administrative reviews by Commerce may revise dumping or subsidy margins.
For discussion of these issues, see Horlick (1989), p. 126-131.

'” In some investigations the ITC decided that there was more than one product and did not make the same determination
for all products. For these "split product determinations” we record each determination.

'8 Although Tables 2.1 and 2.2 report the number of decisions made each year for unfair import investigations, it would
have made little difference if we had recorded cases based on the year that petitions were filed. Prusa (1991) reports number
of investigations between 1978 and 1988 based on filing date.
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Under the first three outcomes, no antidumping or countervailing duty orders
are issued. Under the fourth outcome, antidumping or countervailing duty orders
are issued and additional duties are imposed.” The fifth outcome is a catchall.
It includes instances where the petitioner requested the petition be withdrawn. It
also includes many more instances where a voluntary restraint agreement ("VRA")
was negotlated with foreign countries.”” Finally, note that there is no sunset
provision in U.S. law for antidumping or countervailing duty orders.'

IV. Results of Unfair Import Investigations

‘Between 1980 and 1988, the U.S. made 297 decisions on countervailing duty
investigations and 399 decisions on antidumping investigations.!” Tables 2.1 and
2.2 provide details for each year and also give cumulative totals for the nine year
period. Figures 2.1 and 2.2 depict the percent distributions of the cumulative
totals.'®

" Following an affirmative decision by the ITC, importers are required to make cash deposits based on the final subsidy
or dumping margins determined by Commerce. The actual duty is calculated later, in an administrative review by Commerce.
See Horlick (1989), pp. 126-129.

" VRAs may facilitate collusion by foreign firms, in which case they may be subject to U.S. antitrust action. To avoid

risk of either criminal prosecution or private civil treble damage suits, U.S. trade negotiators encourage the exporting country
to establish formal export controls, to obtain immunity from antitrust actions under the "sovereign compulsion” defense. See
Jackson (1989), p. 179.

According to Finger and Murray (1990) the vast majority of investigations that fall in the "other" category resulted
in VRAs. VRAs are agreements between the United States and foreign countnes in which a foreign country agrees to restrict
its exports of certain products to the United States.

Note that there is an important difference betweeii the welfare effects of VRAs and AD or CVD orders. This is
because a VRA creates quota rents, which are typically lost to the United States, while an AD or CVD order yields duty
revenue, which is retained in the United States. In particular, when a VRA restricts imports to the same degree as an AD or
CVD order, the VRA results in a transfer to foreigners of the duties that would have been collected under the AD or CVD
order and, therefore, is more costly to the United States than the AD or CVD order.

' However, parties may appeal to the Court for International Trade to overturn "final" determinations by Commerce or

the ITC, i.e., final in the sense that the investigation is terminated. Thus, an ITC preliminary affirmative determination cannot

-be appealed because the investigation continues, but an ITC preliminary negative determination ends the investigation and,

therefore, can be appealed. Note also that administrative reviews by Commerce may revise dumping or subsidy margins.
For discussion of these issues, see Horlick (1989), p. 126-131.

' In some investigations the ITC decided that there was more than one product and did not make the same determination
for all products. For these "split product determinations” we record each determination.

'* Although Tables 2.1 and 2.2 report the number of decisions made each year for unfair import investigations, it would
have made little difference if we had recorded cases based on the year that petitions were filed. Prusa (1991) reports number
of investigations between 1978 and 1988 based on filing date.

7



-uoLlezLJo6a3ed 3A0qe 3yl UL A]]enpLAUL Palunod Sl UOLIBULWJILAP JO 3dKy yde3

‘914 ‘SOLWOUODT JO NBdJNg :924nOS

*paAjoAul sionpoud

JUSJ3LJLP 3yl JO} UOLSLIBp JO adA3 ay3 031 309dssJ y3LM palededas sue suolleulwsalap 1dnpoud 3iids Butajoaut suoiieBiisasur 1930N
jelol ) je30L
662 (12 19 99 6L 0s £€ 139 L 2% pu3 Jesj

AL % p3-13 %9S %2 %6 %S Y94 %08 (4o %)

cil l 2. 4 Yy L € 92 € ol JaYy10
' ) .

%2 %S %S %S %01 %8 %0 xw«. %L (4 30 %)

02 L g € y g L 0 2 t aAL3eBoN
9oJ43uWwo) jeutd
%l b1+ %l %91 %8 %2 %8 %81 %68 (4r 30 %)
7] 2 2 L €t v 8 6l 2 gL - anL3ebaN
: ) J11 AJeurwiiadd
%02 %52 %St %6 %02 bars %2 %6 %6 ('aA 30 %)
85 € st oL 2 o 8 i 3 € aaL3ebaN
. - JLI 7jeutd
144 %99 %sY XL %0y %68 %ol %22 %81 (ar 30 %)
sl 8 (33 L 0g 1L o2 L < < 9 SALIBWILELY
: o11 1eutd

8861 2861 9861 S86L 861 €961 2861 1861 086l

1e3oL

(886L-086L) AYVWWNS 3ISVYD SNIAWNAILNY

0301730 ¥V3A A8

1°2 318vlL



JUaJa}LP 8yl Jal UOLSLIAP

*314 “Sotwouocd3 JO neaung :3d4nos

‘uoLyeztJobozes aaoqe 3yl UL AT]1eNpLAul Pajunod St UOLIRULRJIIIP .wo adA3 yoe3z. .‘W..oo>..o>c_. s1onpoud
40 3d41 3y3 03 393ds3J yiILM pajededdas ase suoLeuiwyalap 1onpoud 3L1ds BurAjoaut suoLieBirisaaul 1930N

Jer0t

o teor

262 s 12 6 “9g - s g2 66 " 99 puz Jeax

%0 %61 zhL %2y S N 265 %98 %8l (A $0 %)

6. o y z ek T 65 2 2 Jay30.

209 %01 L 25 %€z Cxa s %0- %0 (ar 30 %)

21 € 2 r 2 £ v 3 0 0 aALIeBaN

: o : 23J5uWO) jeutd

%0 %0 %2 %2l %2 e i E713 %0 %S (4A 40 %)

99 0 o ¥ 9 g v o g anL3eBaN

v : : : 9Ll Adeurwiiadd

; %02 we o owe w1 x s % %92 (“34 30 %)

X7 b s v 9 L 1 < 1 ag aAL3eBoN

e - : y . L 31T jeutd

2 %02 %8% s %L %8% BE7: SR 7 XL . Car s0 )

.2 L ot 2 2 s €l 2 1 1 aALIRWILLLY

! : : 311 teuty
tesot 8861 2861 9861 <861 861 gs61 2861 1861 0861

4301230 ¥v3A A8

(8861-086L) ANYHHNNS 3SVD ALNQ SNITIVAYILNNOD

2°2 avl



FIGURE 2.1
ANTIDUMPING CASE SUMMARY
. | 1980 - 1988

... FINAL ITC AFFIRMATIVE - 34%

...........................

OTHER - 28% TR
o o | FINAL COMMERCE
NEGATIVE - 5%

" FINAL ITC NEGATIVE - 15%

. PRELIMINARY ITC NEGATIVE - 19%

SOURCE: BUREAU OF ECONOMICS, FTC.
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There was a sharp increase in antidumping and countervailing duty actions in
the 1980s (in particular the early 1980s) compared with the 1970s. ' The increase
in the early 1980s occurred during a period of rising unemployment, an appreciation
. of the;dolar, and-a deterioration in the balance of payments.”® Periods of general
economic distress combined with deficits in the balance of payments often lead to
an increase in appeals to limit: imports.’ Although the unfair import caseload
‘increased sharply in the early 1980s, this may only reflect an increase in the demand
for protection by U.S. industries. A deteriorating macroeconomic environment does
not necessarily imply a considerable increase in the number of domestic industries
that were severely harmed by unfair imports. Other, purely domestic factors (e.g.,
declining domestic demand) may have been more important than unfair imports.

Unfortunately, for our purposes, the outcome of unfair import investigations

by Commerce and the ITC do not reveal much about the severity of the impact of

. unfair imports. The one exception is where Commerce finds that the dumping or

subsidy margin is de minimis. For this outcome it can safely be assumed that the

impact on domestic producers is insignificant. The unfair price advantage is simply

too small to have an appreciable effect on the domestic market. For the other four

outcomes, the severity of the injury to domestic industry caused by unfair 1mports
is obscure. : This is due primarily to two considerations.

22 The surge.in AD and CVD cases in the early 1980s has been documentcd by several scholars. -For example, one study
repmted that the qverage number of AD- and CVD actions brought increased from 24 per year for the period 1972 through
1979'to 78 per year for the period 1980 through 1984.. [Note that the latter period includes 78 petltlons initially filed before
1979 under the 1974 Trade Act that were deferred until 1979.] See Deardorff and Stern (1987). Another study reported that
the average number.of AD and CVD actions processed increased from 50 per year in the period 1975 through 1979 to 86 per
year in the period 1980 through~1988. ‘See Finger (1990). The results of the two- studies- differ because (in addition to
different time periods covered) Deardorﬁ‘ and Stem refer to number of i mvestlgatlons initiated whcreas Finger refers to number
of outcomes.

A considerable part ‘of the surge in AD and CVD actlons is explamed by the massive AD and CVD filing by
integrated steel producers in. 1982. Initially, 132 AD and CVD .complaints were filed by these producers in early 1982 against
..y «producers in seven EC countries as.well as producers in four other countries. For a discussion see Deardorff and Stern (1987),
and ‘Tair (1988) For a summary of the steel AD and CVD investigations between January 1981 and March:15; 1989, see
"Responses to Subcommittee questions by Ambassador Carla Hills," Unfair Foreign Trade Practices: Hearings before
Subcommittee on Oversight and Investigations of the Committee on Energy and Commerce, House of Representatives, 101st
Cong., 1st Sess. 362, March 1 and 2, 1989, Serial No. 101-28. This submission shows that between January 1981 and March
15, 1989 there were a total of 296 AD and CVD investigations involving steel products. The status of these investigations
as of March 15, 1989 was as follows: pending initiation -- 0; pending investigations -- 6; suspended, terminated, withdrawn -
- 181; AD orders in effect -- 28; CVD orders in effect -- 28; AD orders revoked -- 25; CVD orders revoked -- 28. Note that
orders can be revoked if the exporter can show that his exports are no longer unfair. For discussion see, for example, Horlick
(1989), p. 128.

 According to several international trade economists; the worsening of the balance of payments and appreciation of the
dollar in the early 1980s has been explained by the strong expansionary fiscal policy and tight monetary pohcy pursued by
the United States during this period. See, e.g., Caves, Frankel, and Jones (1990), p. 584.

2! For a survey of the 1980s that finds domestic pressures for protectionism were a byproduct of the appreciation of the
real exchange rate, see Corden (1987), p, 45. .
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First, it is difficult to draw inferences about injury from the magnitude of the
subsidy and dumping margins calculated by Commerce. Several commentators have
observed that Commerce determinations of margins, particularly dumping margins,
are biased upwards.”? For example, in computing (average) dumping margins
Commerce excludes all transactions where the price charged to U.S. importers is
greater than fair market value.”> Under reasonable assumptions this can result in
significant dumping margins even when prices charged on sales to the U.S. are, on
average, greater than or equal to the fair market value. Other biases have also been
identified that tend to increase the dumping margin.?

Second, with respect to investigations that were terminated before the final
stage at the ITC, typically little is known about the effect of unfair imports. The
investigations were stopped and the information that had been gathered was not
released (e.g., in ITC staff reports). However, some evidence limited to particular
terminated investigations suggests that the degree of injury suffered by domestic
industries need not be severe.” o ' S

% The biases in and deficiencies of the dumping and subsidy margins calculated by Commerce were the focus of papers
presented at a November 1990 Conference at the Brookings Institution, which are collected in Boltuck and Litan (1991). See
also Committee for Economic Development (1990), p. 61; Horlick (1989), p. 146; Jackson (1991), p. 233; Palmetf,r (1991),
p. 20. . SN

» According to Horlick (1989), p. 146, the rationale for this approach is that the statute is designed to remedy dumped
imports and Commerce should therefore restrict its attention to transactions where dumping occurs. In addition, if a final order
is issued, the final dumping margin merely establishes the cash deposit rate; the actual duties are détermined later during an
administrative review. During the administrative review, Commerce may, and sometimes does, compare (simultaneous) home
market and U.S. sales on an individual basis, in which case only those U.S. sales that are dumped pay a dumping duty. See
Boltuck, Francois, and Kaplan (1991), p, 154, note 6. If this is done, then the correct amount of duties is collected.

# See generally Boltuck and Litan (1991).

% This evidence is necessarily fragmentary hecause the data needed to estimate injury often is not ayailable for most cases
that do not continue to the final phase. However, information about the magnitude of injury caused by unfair imports is
available for two major cases: subsidized carbon steel products from nine countries and subsidized softwood lumber from -
Canada. For the four steel products studied by Tarr (plate, structural shapes, hot rolled sheet & strip, and cold rolled sheet
& strip) in FTC (1982), Appendix p. 14, he estimates that domestic industry revenue was 7.8 percent lower because of the
subsidized imports. For lumber, Tarr’s analysis of Canadian stumpage rights system in FTC (1983), Appendix, showys that
while the system may confer a subsidy on tree harvesters, it does not give a subsidy to Canadian lumber mills of jncrease

“lumber exports. Thus, the stumpage rights system was not responsible for any injury suffered by domestic producers.

Note that the above analysis for softwood lumber was for the CVD case ‘iriitiated in 1982, which was distnissed by
Commerce on grounds that the subsidy was not countervailable. A subsequent CVD petition, in 1986, led to an agreement
between the United States and Canada whereby Canada imiposed a 15 percent export tax. In September 1991, Canada
announced plans to end the export tax. The United States responded by imposing a 15 percent import duty on lymber.
Commerce subsequently initiated another CVD investigation on softwood lumber from Canada. See James Bovard, "Timber
Rascality in the Fair Trade Forest," Washington Times, October 9, 1991, p. F3.

Finally, Tarr’s result for steel is an overestimate of injury. It was calculated before the final countervailing duty rates
were announced and assumed that the average would be 15 percent. In fact, the average of the final rates (across countries
and products) was less than 15 percent. See Stern (1982), pp. 33* to 50*, which provides the data required to calculate
average subsidy margins for each of the four products. The largest average margin was 12.5 percent, for structural shapes.
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V. Margins and Market Shares for Unfair Imports

Data from ITC reports for final phase investigations can be used to assess
whether unfair imports have a severe impact on domestic industries. Final phase
ITC reports are a distinctive data source. In addition to furnishing data on a
reasonably consistent basis from investigation to investigation, they are often the
only source for data on the very narrowly defined product categories involved in
some antidumping or countervailing duty investigations. As shown in Figures 2,1
and 2.2, final phase investigations cover 49 percent of all antidumping decisions
(34+15) and 43 percent of all countervailing duty decisions (25+18) made over the
perlod 1980 to 1988.

“In what follows, we adopt the ITC’s determinations regarding the defimtlon
of the appropriate product26 and 1dent1ﬁcat10n of the approprlate country (or
countries) supplying unfair- nnports As explalned in Appendix A, these
speelﬁcatlons effectlvely define the contours of what we refer to as "final ITC
cases," or simply "cases." Altogether there are 221 cases for the period 1980 to
1988. However, 5 of the 221 cases were very unusual in that there is little question
about severity of injury from unfair imports.”® Thus, there are 216 cases for whlch
we need to assess the effect of unfalr 1mports

We conjecture that the magnitude of injury suffered by a domestic mdustry
is ‘positively related to the size of the dumping or subsidy margin and to the share
of unfair imports in the domestic market.”® Both of these important variables are
available in most ITC reports. As already discussed, unfair imports with small

2 In each unfair import investigation the ITC is required by statute to identify the relevant domestic product adversely
affected by unfair imports. The legal term for the relevant product is “like product.” For a discussion, see, €.g., Jackson and
Davey (1986), pp. 700-704. For a critical commentary on ITC practice in determining like product, see, ¢.g.,- Palmeter (1987).
Also, see Steen (1987) who criticizes ITC practice and proposes using a ’competitive industry’ standard based on the
Department of Justice merger (now joint Department of Justice-Federal Trade Commission) guidelines to definé like ‘prodluct.

7 The ITC may eombme unfair |mports from two or more countries under investigation and consider the cumulative total
of the unfair imports from the respective countries. For a discussion of cumulation in ITC cases, sec Mock (1986). Also,
on the origins and critique of cumulation, see Palmeter (1987), p. 33. .

% [n two cases, involving seamless stainless steel pipe and cheese, there was no injury to domestic industry because the
subsidy margin was de minimis (steel pipe) or there was no domestic industry to be injured (cheese). In three cases, involving
offshore platform ‘jackets, there was considerable injury because the domestic industry had obtained no contracts to build
“offshore platforms during the relevarit period. For details, see Stainless Steel Pipes and Tubes from Sweden, USITC Pub.
1966, Inv. No. 701-TA-281, April 1987, p. 3; Certain Nonguota Cheese from Belgium, Denmark, the Federal Republic of
Germany, France, Ireland, Italy, Luxembourg, the Netherlands, and the United Kingdom, USITC Pub. 1079, Inv. Nos. 701-
TA-52/60, June 1980, p. 4; Offshore Platform Jackets and Piles from the Republic of Korea and Japan, USITC Pub. 1848,
Inv. Nos. 701-TA-248 and 731-TA-259/260, May 1986, p. 10. o

 Indeed, these variables can be incorporated into a formal economic model that can be used to estimate the effects of
unfair imports on domestic industry. Such a model is developed in the next chapter. Our model builds on an earlier model,
the "CADIC" model, which was developed by Richard Boltuck. Note that the CADIC model has been used in AD and CVD
investigations at the ITC since 1987. For a explanation of CADIC, see Boltuck (1991). For a summary and critical
commentary of CADIC, see Miller and Burrows (1991).
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margins, as measured by Commerce, are unlikely to have caused a significant impact
~ on domestic industry. Similarly, when the market share of unfair imports is small,
they tend to play a small role in the relevant U.S. market and also are unlikely to
have caused ‘a significant impact on domestic prices or domestic production.
Therefore, whenever final antidumping and countervailing duty cases involve small
margins ‘and small market shares for unfair imports, it would be unlikely that unfair
imports would have significant effects on domestic industry. Although the exact
dividing line between "large" and "small" margins and market shares is somewhat
arbitrary, and also likely varies from case to case (for example depending on the
price sensitivity of demand and supply of the product under investigation), for
purposes of the discussion below we adopt 5 percent as the dividing line between
. "large" and "small" margins and import shares. The reader can, of course, choose
'_other thresholds 30

_ It is not alWays possible to obtain data on the market share of unfair imports
because such information is sometimes not released in order to protect the
conﬁdentlahty of parties. Conﬁdentlahty is usually based on a relatively small
number of domestic producers and it is possible that such cases do not involve
severe injury to domestic producers.’’ If firms in concentrated industries have
significant market power, they are less likely to suffer severe injury from unfair
imports when they have a cushion of monopoly profits.”” . Import market shares
could be obtained for 174 of the 216 cases in our sample. Finally, although market
share data are not always available, dumpmg or subsidy margins are available, with
only rare exceptlons Altogether margins are available for 213 of the 216 cases at
issue.* Of these 213 cases there are 39 that lack import share data. (Three cases
lack both margin and import share data.)

To assess whether the 39 cases that lack unfair import market share data but
have margin data are distinctive, we provide in Table 2.3 the distribution of subsidy
margins for the 73 cases involving countervailing duty investigations and in Table

30 For present purposes the 5 percent figure is a convenient threshold. It is not, however, arbitrary, as we will show in
chapter 4 when we present our injury estimates.

A the ITC, confidentiality is defined as follows. If a particular aggregate (c.g., total domestic shipments by U.S.
producers, total imports, total apparent domestic consumption) is based on data for: (1) one or two firms, (2) three or more
firms and one company has more than 75 percent of the aggregate, or (3) three or more firms and two companies have at least
90 percent of the aggregate, then the aggregate is confidential and not released to the public.

% For a discussion of whether unfair trade laws should be used to protect monopoly profits of domestic firms, see Wood
(1989).

* The three cases where margins are not available are cases involving cumulation. In cumulation cases the margin for
the case is a weighted average where the weights are quantities (or values) of the respective countries. Although margins are
reported for each country, a weighted average margin cannot be calculated because data for unfair imports from one or more
countries are not available.
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2.4 the distribution of dumping margins for the 152 cases involving antidumping
investigations. In these tables, higher category numbers (defined at the bottom of
the tables) indicate higher subsidy or dumping margins. Note that there are 12 cases
that involve both countervalhng duty and antidumping 1nvest1gat10ns (joint cases),

which therefore appear in both tables

As shown in Table 2.3, only four of the 73 countervailing duty cases do not
have sufficient data to obtain the penetration of unfair imports. Margins for these
cases do not diverge markedly from the margins for the other cases. The margin

- for two of the four cases is between 1 and 2 percent (margin category 1), another
is between 3 and 4 percent (margin category 3), and the fourth is between 10 and
25 percent (margin category 6). In particular, these margins do not appear to be
unusually high relative to the other cases. - Of the 69 countervailing duty cases for
which there are import market share data, 20 cases have subsidy marglns ‘between
10 and 25 percent, and nine cases have margins over 25 percent. These i impressions '
are reinforced by a formal statistical test. A Chi-square test for 1ndependence of the
rows and columns of Table 2.3 supports the conclusion that subsidy margins for
cases with and cases without import share data do not differ significantly.”
Finally, (not shown in Table 2.3) the median subsidy margin for cases without
import market share data is less than one-third the median for cases w1th 1mport
market share data -- 2.5 percent vs. 7.9 percent.

As shown in Table 2.4, the dumping margins for antidumping cases w1thout
import market share data are not unusually high relative to the other cases. Of the '
35 cases without import market share data, 57 percent have margins greater than 10
percent. Of the 117 cases with sufficient data, 60 percent have margins greater than
10 percent. Moreover, a Chi-square test of the independence of rows and columns
of Table 2.4 also supports the conclusion that the difference between the dumping

.margins for the two types of cases is not statistically significant.’® Finally, the
median dumping margin for cases without import market share data is smaller than
the median for the cases with import market shares -- 13.02 percent vs. 15.44
percent. '

3 Joint cases involve cumulation across AD and CVD statutes, so called "cross cumulation.”" For example, a particular
domestic industry simultancously files two petitions, an AD petition citing one country and a CVD petition citing a second
country. The ITC could choose to combine these investigations and cumulate the allegedly dumped imports from the first

“country with the allegedly subsidized imports from the second country to determine the lmpact of the cumulated imports on
the domestic industry. For a dlscuss:on see Mock (1986).

35 We use the standard Chi-square goodness of fit test as described in Koopmans (1987), chap. 13. The Chi-square statistic
is 3.688, the critical Chi-square is 7.815 (at the 5 percent level of significance). Therefore we cannot Teject the null hypothesis
that the rows and columns are independent. Note that in applying-this test it was necessary to combine several columns
because the original table has too few observatjons in several cells. See Koopmans (1987), p. 420.

% A contingency test for independence of rows and columns of Table 2.4 yields a calculated Chi-square that is not

statistically significant at the 5 percent level. The Chi-square statistic is 11.817, the critical Chi-square is 14.067. Therefore
we cannot reject the null hypothesis that the rows and columns are statistically independent.
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Thus, the countervailing duty and antidumping cases without import market
share data do not have particularly high margins. Indeed, on average they have
- lower margins than cases that have import market shares.

For the 174 unfair import cases where we have data both on margins and
market shares of unfair imports, we provide, in Tables 2.5, 2.6, and 2.7, the cross
tabulations for the distributions of margins and shares. Table 2.5 is for the 57 cases
that only involve ‘countervailing duty investigations. Table 2.6 is for the 105 cases
that only involve antidumping investigations. Table 2.7 is for the 12 joint cases that
involve both countervailing duty and antidumping investigations. In these tables,
hlgher category numbers indicate progressively higher dumping and subsidy
margins, or higher market shares for unfair imports. Categories 5, 6, and 7 (each)
have margins or shares above 5 percent.

As shown in Table 2.5, there are relatively few countervailing duty cases
‘where unfair imports appear to cause significant effects on domestic industry. The
cases where the subsidy' margin and the share of unfair_ imports both exceed 5
percent are shown in the lower right hand portlon of Table 2.5 (i.e., margin and
share categories are at least 5). The subsidy margin and the share of unfalr ‘imports
both exceed 5 percent in only 16 percent of the countervallmg duty cases: (9 out of
57).

‘As shown in Table 2.6, unfair imports in antidumping cases appeér to be a
greater problem for domestic industries. The dumping margin and the share of
unfair imports both exceed 5 percent in 41 percent of the antldumpmg cases (43 out
of 105).

Finally, as shown in Table 2.7, joint cases are similar to antidumping cases.
The margin (sum of subsidy and dumping margins)*’ and share of unfair imports
both exceed 5 percent in 42 percent of the joint cases (5 out of 12).

VL. Absolute and Relative Size of Domestlc Industries Injured by Unfair
Imports '

Not surprisingly, the antidumping and countervailing duty cases that tend to
capture the headlines are the ones featuring large or technologically advanced
industries. This may convey the impression that in the typical unfair import case
many jobs are at risk or that frontier technologies are threatened.. It may also be

%7 In joint cases: the unfair price advantage of foreign firms in the domestic market potentially involves two distinct
practices. We sum the dumping and subsidy margins in joint cases to approximate the total advantage of foreign firms. Note
that the sum of the two margins will overstate the advantage in certain cases. For example, if subsidies are exclusively export
subsidies the subsidy margin would also be a dumping margin because export subsidies create a difference between the
(higher) price in the home market and the (fower) price on exports. See for example, Krauss (1978), chap. 3.
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related to the perception that unfair imports are a major problem. Although the
softwood lumber, 64K DRAMs, or cellular telephone cases may attract the lion’s
share of the public’s attention, in fact the typical case involves a small industry that

~makes an ordmary product (e.g., barbed wire, candles, pamt brushes red
raspberries).’

Tables 2.8 and 2.9 provide information about 75 of the domestic industries (as
defined by the ITC) that were involved in unfair trade cases.”® The tables list the
product made by the domestic industry and the number of times there was a distinct
case for each industry between 1980 and 1988. Table 2.8 also lists the number of
production workers employed in the industry seeking additional protection, and the
total number of production workers employed in the four digit SIC industry
containing the domestic industry. Table 2.9 also lists the average hourly wage rate
-- measured by total compensation per hour, regular pay plus all fringe benefits --
paid by the industry, and the average hourly wage pald by the four digit 1ndustry

, To gauge relatlve size We divide employment in the mdustry by total

employment in the four digit SIC industry containing the domestic industry (Table
2.8). To see whether the production workers involved in unfair import cases
command relatively high or low wage rates we examine the average hourly wage
rate paid in the industry relative to the average wage rate pa1d in the approprlate
- four digit SIC mdustry (Table . 2 9 and relative to the average wage rate in
manufactunng

W

3 Section 201 of the Trade Act of 1974, the "escape clause," allows domestic industries to obtain temporary relief from
fairly traded imports. Upon receipt of a petition by representatives of a domestic industry, the ITC ‘must conduct an
investigation to determine (i) whether the domestic industry has suffered or is threatened with injury, (ii) whether imports have
increased, and (jii) whether increased imports are the substantial cause of such injury. If the ITC answers all three questions
affirmatively, it must recommend to the President a policy (e.g., tariff, quota) to remedy the injury suffered by the domestic -

industry. For a discussion of section 201, see, for example, Jackson and Davey (1986), chapter 9. Also see Kelly (1988).
' Nearly a decade ago, Finger, Hall, and Nelson (1982) reported that the average size of domestic industries in an AD
or CVD case was typically small, only one-third as large as industries in escape clause (section 201) cases. One of their
conclusions was that AD and CVD laws were "functionally, the poor (or small) man’s escape clause." (p. 465)

Note that there are several major differences between escape clause cases and AD or CVD cases. By statute, relief
in escape clause cases is temporary while AD and CVD duties have no time limit. Further, the scope of escape clause cases
is usually considerably broader than that of AD and CVD cases. Escape clause cases are concernéd with the effects on
domestic producers caused by increased total imports from all countries. In contrast, AD and CVD cases are concerned solely
with the effects of unfair practices by speciﬁc foréign producers or countries.

% Owing to missing data (on employment or wage rates) i in ITC reports, only 129 out of the 221 final cases from 1980
to 1988 are covered in Tables 2.8 and 2.9.
Note that we adopt the industries used by the ITC. Generally a domestlc mdusny consists of the domestic producers
of the "like product," which is detepnmed by ‘the ITC. For critical commentary of both the statute and ITC practice on the
issue of like product and industry sée Palmeter (1987), pp. 14-18.. Also see Steen (1987).

“ Relative wage rates have been used as an indicator of technological sophistication. This is based on the argument that
differences in total worker compensation per hour vary positively with skill requirements (human capital) and cooperating
physical capital. Technological sophistication is expected to be positively correlated with the value of human and/or physical
capital. See Lary (1968) for a discussion of these issues.
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Perhaps the most noteworthy feature of the industries involved in antidumping
and countervailing duty cases is their diversity. There are agricultural products
(canned hams and refined sugar) and industrial products (ethanol and tapered roller
_bearings), but most are intermediate inputs or equipment (64K DRAMs and tillage
“tools) although some are consumer goods (candles and color TV receivers). The
most prominent product group is carbon steel, in part because some products appear
more than once.*! Over time, domestic steel producers filed a number of petitions
citing different foreign supplier(s) in each petition. Of those that reached final
phase at the ITC, there were seven cases involving wire rods, six involving oil
country tubular goods, and five cases each involving cold rolled sheet and standard
pipe. Moreover, within the carbon steel group, pipe products were especially well
represented. There were 24 cases involving various pipe products (e.g., oil country
tubular goods, standard pipe, and light walled rectangular pipe).

The majority of domestic industries in the antidumping and countervailing
duty cases are small, both in absolute size and relative to the four digit SIC industry
of which they are a part. With respect to absolute size, the-smallest industries were
very small indeed. They are choline chloride, fireplace mesh panels, feta cheese,
and jalousie operators, each of which employed fewer than 100 production
workers.”? Only seven industries employed more than 10,000 workers, and four
of the seven were in the steel industry. The other three were fresh pork, men’s and
boy’s cotton T-shirts, and color TV receivers. With respect to relative size, two-
fifths (30 of 75) of the domestic industries listed in Table 2.8 accounted for less
than one percent of total employment in the four digit SIC industry, and more than
two-thirds (52 of 75) of them accounted for less than five percent. Only 13
domestic industries accounted for more than 10 percent of SIC industry employment
* and three industries had more than 20 percent of SIC employment. These three are:
color TV receivers (49 percent), refined sugar (40 percent), and color picture tubes
- (36 percent).

With respect to wage rates, the wages paid to employees in the vast majority
of ITC cases do not appear appreciably different from the wages paid to employees
in the four digit SIC industry to which they belong. Table 2.9 shows that the hourly
wage rates paid by the domestic industries are typically within 20 percent of the
average hourly wage rates of the respective SIC industry. [All wage rates are

“! Note that these steel cases, which reached the final phase at the ITC, are different from the preliminary steel
investigations begun in 1982 (discussed in section IV) which were withdrawn when VRAs were negotiated with foreign
suppliers. The cases discussed in thié.section also involve products or countries that were initially outside the VRAs negotiated
at the end of 1984 subsequent to the escape clause action brought by the steel industry in that year under section 201 of the
1974 Trade Act.

2 This does not include the case involving the cheese product imported from the EC (case number 10791) for which the
ITC decided there was no close domestic substitute (i.., no like product), and therefore zero domestic employment.
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converted to 1984 dollars.] The five industries having the lowest relative hourly
wage rates (i.e., ratio of industry wage to respective SIC industry wage) are: tubular
steel chairs (.54), feta cheese (.64), nonmalleable cist iron pipe fittings (.67), light
and heavy iron construction castings (.67), and mirrors (.69).*® Only two industries
have relatively high hourly wage rates: nitrile rubber (1.30) and cement (1.97). In
most cases production workers received an hourly wage that exceeded $12.50, the
average hourly wage for all manufacturing industries. This result is dominated by
the high earnings paid to steel industry workers (over $20 per hour). As noted,
there were many cases involving the steel industry.* Nonetheless, even excluding
the cases involving steel, the average hourly wage of most industries is marginally
greater than $12.50.

VII. Conciusion

The evidence reviewed in this chapter suggests that unfair imports were not
a major problem for most U.S. industries that had sought protection. This
conclusion, which does not support popular perceptions, is based on a survey of all
antidumping and countervailing duty decisions made by the U.S. between 1980 and
1988 and a more careful examination of 174 of 221 final cases decided by the ITC.

Based on the 174 final ITC cases, we find that in 84 percent of the
countervailing duty cases, 59 percent of the antidumping cases, and 58 percent of
the joint antidumping/countervailing duty cases, the dumping (or subsidy) margin
and the market share of unfair imports are both under 5 percent -- a cut-off below
which we assume unfair imports are unlikely to have a significant impact on
competing domestic industries. Therefore, in the majority of final cases unfair
imports are unlikely to cause severe injury to domestic industry,

Finally, we find that there is a wide array of industries involved in final
antidumping and countervailing duty cases. Most of the domestic industries (as
defined by the ITC) are very small compared with the four digit SIC industries to
which they belong. In addition, in most antidumping and countervailing duty cases
domestic workers do not receive unusually high or low wage rates relative to the
wage rate paid in the appropriate four digit SIC industry, Therefore, the effects of

“ For awning operators and jalousie operators the low ratio of industry wage to SIC wage (.45) may be due to the fact
that several domestic producers are in Puerto Rico, which has a low average wage rate, whereas the SIC wage is for the U.S.
as a whole. Complete information about the location of the domestic producers supplying data on wage rates is not available.

“ Note that in a recent paper de Melo and Tarr (1993) use a computable general equilibrium model to estimate the welfare
effects of import restrictions on steel, where their model incorporates a tradeoff between the wage rate and employment on
the part of a labor union monopoly. They find that if the union places a relatively high weight on wage rate (relative to
employment) the welfare cost of an import restraint can be greater than when there is no wage premium because the import
restraint exacerbates the labor market distortion. ‘
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unfair impofts, even when severe, are not confined to a narrow collection of

domestic industries or to- particular groups of h'igh-paid or low-paid workers.
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CHAPTER 3

A MODEL TO ESTIMATE THE MAGNITUDE
OF INJURY CAUSED BY UNFAIR IMPORTS

1. Introduction

 Our overview of recent antidumping and countervailing duty cases in the
previous chapter suggests that unfair imports are unlikely to have caused severe
injury to domestic industry. However, we do not yet know the magnitude of the
injury unfair imports do in fact cause. To estimate this injury more precisely, it is
necessary to isolate the effect of unfair imports from other factors that may also
have a negative impact on domestic industry. Specifically, the preexisting
condition of the domestic industry, which incorporates unfair imports, needs to be
compared with an. accurate estimate of the counterfactual that removes unfair
imports, i.e., the condition of the domestic 1ndustry but for the presence of unfair
imports. This chapter describes the econom1c model used to estimate that
counterfactual.

This chapter is organized as follows. Section II notes that unfair imports also
affect consumers and the government. The principal features of our model are
explamed in Section II1.* The way we measure injury is considered j n Section IV
and this is followed by a discussion of some extensions to the model in Section V.
Appendix B provides the mathematical structure of the model.

1L Overall Effects of Unfair Imports

Before discussing the model it should be noted that although ynfair imports
generally cause adverse effects on competing domestic producers, this is only one
part, and not necessarily the largest part, of the impact of these imports. Unfair
imports may also benefit consumers, including downstream producers (through lower
prices), increase government revenues (through duties collected), and affect the
economy as a whole. While these overall effects of unfair imports may be
important, they are outside the scope of this report and are not discussed further.*

* Our model uses traditional demand/supply analysis and builds on the work of several economists. The classic
contributions analyzing unfair imports, particularly dumped imports, include Haberler (1936) and Viner (1923). More recent
contributions include Boltuck (1991) and Ethier (1982). Finally, there is also an emerging literaturc applying game theoretic
concepts to analyze dumping and subsidy issues. For an overview of this literature, see Krugman (1989).

% The effect of unfair imports on domestic exports is also outside the scope of this report. Our analysis of the effect of
unfair imports focusses on shipments by the domestic industry to the domestic market. This is the traditional focus of AD
"and CVD investigations. In part this is due to the fact that the measure of unfair price advantage by foreign firms is calculated
with respect to sales by forelgn firms in the United States. Further, it appears that domestic industry exports are relatively

(continued...)

32



III. Overview of Model

Since our purpose is to estimate injury from unfair imports, our model needs
to track, step by step, the chain of events caused by the onset of foreign dumping
or subsidization. An imported product is sold in the United States at a lower price
than would be observed if it did not benefit from the unfair practice (dumping or
subsidy). As a result, U.S. consumers substitute in favor of relatively cheaper
imports and away from the competing domestic product. This decreased demand
for the domestic product forces domestic producers to cut price, reduce output, or
both. Thus, unfair imports injure the domestic industry.

Diagram of Moﬁel Figure 3.1 illustrates how unfair imports affect domestic
producers. The analysxs for either dumping or subsidy cases generally involves two
distinct products, one domestic and the other imported. They -are close but not
perfect substitutes (see below). We assume initially that all imports benefit from the
unfair practlcc. Panel ‘A shows demand (D) and supply (S) for the domestic
product. “Panel B shows the U.S. demand (d) for the imported product. The
superscrlpts "0" and "1" denote unfair and fair (i.e., not unfair). Depending on
pricing behavior, the same goods from the same forelgn producers may be either fair
or unfair. For example, if foreign firms charge price p!, then imports are fair. On
the other hand if foreign firms charge price p’, then imports are unfair. There is
nothing _1nhere11_tly unfair about particular imported products or foreign producers.

The effect of unfair imports is illustrated by tracing through the consequences
of a fall in the price of imports from p' (the fair price) to p° (the unfair price). To
avoid unnecessary complications at this stage, we assume that the price of unfair
imports is exogenously set by foreign firms.” In response to the lower price of
imports, consumers increase purchases of imports from q' to q° and substitute away
from the domestlc product. This reduces demand for the domestic product from D

“(...continued) . :
small i in the typical unfaxr import case.

" "“Note also, there is the argument, advanced for example by Stcgemann (1985), that the antidumping law should be
revised. to includé-a "consumer interest" provision. Such a provision would require administering agencies to consider the
interests of consumers before imposing antidumping or countervailing duties. With such a provision, Stegemann suggests that
consumers or their representatives would be able to present assessments in unfair import investigations. This would make
it possible for the public routinely to obtain estimates about ¢.g., the consequences of placing restrictions on imports.

An example of what could be. done is reported by Kalt (1988) in his analysis of the 1986 softwood lumber case.
Softwood lumber from Canada was a preliminary subsidy case that was settled when Canada imposed a 15 percent export
duty. Kalt estimated that U.S. producers gained $416.8 million per year (producer surplus gain, 1986 dollars) while U.S.
consumers lost $556.9 million per year (consumer surplus loss, 1986 dollars). “Therefore, for the U.S. economy as a whole,
the settlement imposed a cost of $140.1 million per year in reduced national income.

_ 47 Note that this analysis does not consider explicitly the interactions between import demand and price of domestic
product. Thus, the import demand curve (d) drawn in Figure 3.1 fully incorporates adjustment to alternative prices of the
domestic product. In addition, the results of our analysis in the text would not be changed if we considered an upward sloping
import supply curve. Note, that an upward sloping import supply curve is related to the pass-through issue, which is discussed
later in this chapter. A more complete treatment of import pricing is provided in Appendix B.
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FIGURE 3.1
EFFECT OF UNFAIR IMPORTS

Panel A | | - Panel B.
Domestic Product | iImport Product

Note: Superscripts "0" and "1" denote unfair and fair respectively.
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to D’. 'Consequently, both price and quantity of the domestic product fall, from P’
to P* and Q' to Q°. Thus, domestic producers reduce output and release resources
to their next best uses (opportunity cost), the value of which is shown by the area
labeled ‘OC in panel A. Further, unfair imports cause a loss in producer surplus.*
This is shown by the shaded area labeled PS, in panel A. The sum of areas OC and
PS is the reduction in total domestic industry revenue caused by unfair imports.

Imperfect Substitutes. An important feature of our model is the assumption
- that unfair imports and the competing domestic product are close but not perfect
substitutes. The reason for this is that even though products are defined rather
narrowly in unfair import cases, from the standpoint of U.S. consumers, domestic
and imported products are rarely perfect substitutes. This is consistent with the
findings of numerous analyses of comparable domestic and imported products. The
general result is that there are systematic differences between prices of domestic and
imported products even though the two products appear to be physically identical.*’
These differences arise because there are many product dimensions (beyond physical
characteristics, e.g., reliability of supply, promptness in filling orders, ability to
modify specifications) that affect transaction prices. In particular, there are different
constraints facing domestic producers and foreign producers in serving the domestic
market (e.g., distance and customs formalities) that may affect optimal order size as
well as size of inventories for some products, so that domestic and imported
products come to be viewed as imperfect substitutes by purchasers.

Dumping and Subsidy. We can apply our model as illustrated in Figure 3.1
to both dumping and subsidy cases. As explained in Chapter 2, there are two
sources for the price advantage of unfair imports. Either a foreign government
subsidizes its industry or a foreign firm charges an unfairly low price on sales to the
U.S. market. While there is a distinction between the analysis of subsidized imports
and dumped imports (see Appendix B), for purposes of this general discussion we
can ignore this distinction.

Pass-Through Issue. A central determinant of injury is the magnitude of the
difference between the fair and unfair prices (the difference between p' and p° in
Figure 3.1). This difference depends on: (1) the magnitude of the dumping/subsidy
margin, denoted by M, and (2) the extent to which M is "passed through" to price.
For present purposes, we assume that M is correctly measured, i.e., that M is the

8 Producer surplus is the excess of the value of output over the opportunity cost of the resources required to produce the
output. This surplus can accrue to owners of capital, labor, or land, to the extent that each earns returns for use of their
services in excess of what would be earned in their next best employments. -

“ These results are reported, for example in Isard (1977). See also Jondrow, Chase, and Gamble (1982) for a study of
price differences involving domestic and imported steel products, and see Johnson, Grennes, and Thursby (1979) for a
discussion of similar price differences for agricultural products.

Note that if domestic and imported products are perfect substitutes there can still be injury to domestic industry from
unfair imports. However, a different model will need to be used. This matter is discussed in section V below.
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- difference between the fair and unfair prices.®® The pass-through issue is
analogous to the incidence of an excise tax on a product.’’ For example, if the full
burden of a 10 percent excise tax falls on consumers, then the introduction of the
tax will increase the price consumers pay by 10 percent.”> Conversely, if the tax
is then removed, price will fall by 9.09 percent from the tax inclusive price level

=0.10/1.10). Similarly, if importers bear the full burden of the dumping margin,
i.e., if there is a full-pass through of the dumping margm M, the fair price will be
M percent higher than the unfair price. As with the excise tax example above, there
is also a _}ln_nl_ﬂ with respect 1o the dumpmg margin. Thus, the percent fall in
the import price from the fair to the unfair price will be M/(1+M) percent In tcrnm
of Figure 3.1, with a full pass through of M, the relationship between p' and p° is:

p'=(1+M)p’. This is the extreme case and provides an upper bound for the price
'1ncrease of the unfair imported product absent the unfair practlce ‘By symmetry,
the full pass-through case also provides an upper bound for the prlce decrease of the
imported product attributable to the unfair practice. The pass—thrpugh issue is
discussed further in section V below.

* Demand-Side Factors. The magnitude of the adverse effect depends on the
price sensitivity of domestic supply curve S,” and on the extent of the decrease in
demand for the domestic product. If unfair imports cause only a small decrease in
demand for the domestic product (that is, if D’ is very close to D), then the effect
of unfair imports is slight. In our model the magnitude of the decrease in demand
for the domestic product depends on four demand-side factors. (See Appendix B
for a technical discussion of these factors. 54) The first is the dumping or subsidy
margin. The larger the margin the greater is the price advantage of unfair jmports.
A 50 percent margin compared to a 1 percent margin will provide a stronger
incentive for consumers to shift from the domestic to the imported product.” The
second factor is the relative size of unfair imports compared to shipments by
domestic producers, or the "market" share of unfair imports. For example, if a
given unfair price advantage causes unfair imports to increase by 10 units and
domestic shipments to fall by 10 units (assuming, for convenience, that there is a
one for one tradeoff between unfair imports and domestic product, and also that
total consumption is constant at 100 unlts) then the adverse impact on domestic

0 However, as discussed in ch'apterv 2, it appears that the actual dumping and subsidy margins calculated by the
‘Pepartment of Commerce are biased upward. If there is an.upward bias in the margin, then our model will generally overstate
the percent difference between the fair and unfair prices and, as a conseéquence, overestimate injury.

5! For example, sec Layard and Walters (1978), p. 86.
f’ This result would hold if the supply curve of the product is horizontal in the relevant region.
5% This is the price elasticity of the domestic supply.

3% As explained more fully in Appendix B, in our model we assume that consumers defmand a composite good that is a
cohstant elasticity of substitution (CES) function of the domestic and imported products.
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industry is relatively more severe the larger the initial quantity of unfair imports.
Thus, if unfair imports initially are 20 units (market share 20 percent), then the
percent coniraction in domestic shipments is 12.5 percent (-10/80). If unfair imports
initially areé 50 units (market share 50 percent), then the contraction in domestic
shipments is 20 percent (-10/50).% The third factor is the price sensitivity of
- consumers with respect to purchasing the composite good comprised of imported
and domestic products.”® If consumers are not very price sensitive then composite
consurmnption increases very little when the average price of the composite product
declinés.” Thus, a given unfair price advantage for the imported product will lower
averagé price for the composite good but cause a relatively. small increase in
consumption of the composite good. Under these conditions, the primary effect of
a given unfair price advantage for the imported product is to alter the mix of a
virtiially constant total composite consumption in favor of unfair imports, and the
extent to which this occurs depends on the magnitude of the fourth factor. The
fourth factor is the degree of demand substitution between the imported and
domestic products.”” If imported and domestic products are very close substitutes,
a given price advantage will cause a relatively large switch by consumers from
domestic to imported products. In summary, the shift in domestic demand from D
16 D**catised by unifair imports is greater: (1) the greater the size of the dumping
or subsidy margin, (2) the greater the market share of unfair imports, (3) the smaller
the price sensitivity of consumers to changes in the average. price of domestic and
unfairly ‘imported’ products, and (4) the greater the willingness of consumers to
substifuteé the imported product for the domestic product. =~

* Fair Impotts from Other Countries. In the large majority of unfair import
investigations, there are also imports from other countries that are not alleged to be
urifair. Henceforth we refer to these imports as fair imports; the term unfair imports
will apply to those imports alleged to benefit from unfair practices.

Té the extent that unfair imports compete with fair imports as well as the
domestic product, the adverse effect of foreign subsidization or dumping on
“domestic producets is reduced. Part of the total impact of these practices is borne
by suppliets of fair imports who also lose sales to unfair imports.”

;»ss‘O_f course, the larger the initial quantity of domestic shipments, a given percent decline in the domestic industry will
involve a larger absolute contraction in domestic shipments. :

% Technically, this is the elasticity of demand for the aggregate (or composite) product that consists of the domestic
product and the imported product. o

57 Technically, this is the elasticity of substitution in demand between the imported product and the domestic product.
5 Note that all imports may come from just one country but only a few of the foreign firms in that country benefit from
unfair practices. The other foreign firms do not. In this case, imports from the foreign firms that do not benefit from unfair

practiceés would be fair imports. Note also that for the few unfair import cases that involve regional industries, shipments by
domestic producers outside the region to consumers in the region are equivaleat to fair imports.
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The extent to whlch fair imports diminish the adverse effect of unfalr imports
on domestic producers is positively related to: (1) the supply response by foreign
suppliers of fair imports and (2) the relative importance (i.e., market share) of fair
imports compared with unfair imports.in the U.S. market. If the supply response
of foreign firms supplying fair imports is high compared to the supply response of
domestic 1ndustry,59 then unfair imports would take relatively more business away
from fair imports than from domestic producers. Given the market share of all
imports, if fair imports account for a large portion of total imports, then the 1mpact
of unfair imports on domestic producers will be relatively smaller.®

Simulation of Four Demand-Slde Factors and Falr Imports We can
supplement the above discussion of the qualitative effects of the four demand-side
factors and fair imports by providing plausible quantitative estimates of their effects.
These quantitative estimates are obtained by applying . hypothetical (but not
unrealistic) data for certain key variables, such as the dumping margin, to the
technical model described in Appendix B. The results of the simylations indicate
how much each of the demand-side factors and fair imports contributes to the
decrease in the demand for the domestic product, i.e., from Dto D’ in Flgure 3.1

The results of the simulations may be summanzed as follows. : Flrst,. as
expected, the simulation results indicate that higher dumping/subsidy margips cause
relatively sharper contractions in the demand for the domestic substitute product.
But the results also reveal that this effect is stronger when fair imports are inflexible
in supply and when the composite demand elasticity is low. Second, the simulations
also show that higher market shares of unfair imports cause relatively higher
declines in the demand for the domestic product, particularly when the
dumping/subsidy margin is also high. ‘Third, decreases in the composite demand
elasticity are found to exacerbate the contraction in domestic preduct-demand,
especially when the margin is high. Fourth, the most significant finding concerns
the substitution elasticity Increases in this elasticity are found to cause substantially
greater contractions in the demand for the domestic product. This effect is relatively
’strong in all cases, but especially so when the initial share of unfair- 1mports and the
margin are both high. Further elaboration of these points is given in Appendlx C,
which has a full discussion of the simulations.

* That is, import supply of fair imports is relatively elastic.

 Note that we do not consider a third factor, differences in the degree of substitution between domestic product, unfair
imports, and fair imports. We assume the degree of substitution between any pair of products is the same. However, if
consumers regard all import products (unfair and fair) as close substitutes that are differentiated from the domestic product,
then additional unfair imports would supplant fair imports more than the domestic product.- To the extent this is true, our
model will overstate the effect of unfair imports on the domestic industry.

38



IV. Measuring Adverse Effect of Unfair Imports

_.In addition to the factors considered above, the magnitude of the adverse
effect of unfair imports on-a domestic industry also depends on the supply response
of domestic producers to changes in market prices (i.e., the elasticity of supply of
the domestic industry). For a complete analysis of injury, it is necesSary to consider
all the pnncxpal demand and supply forces that affect a domestlc industry.

_ We measure the adverse effect of unfalr 1mports by the percent decline in
domestic industry total revenue. It is convenient to-focus on the change in total
revenue because it incorporates the effects of unfair imports on domestic price and
on domestic shipments. Moreover, as explained below, it is also closely correlated
with changes in other measures of industry performance, mcludlng domestlc 1ndustry
proﬁts and employment

Returmng to Flgure 3. 1 the reductlon in total revenue is shown as the sum of
areas OC and:PS in panel A. Our measure of injury reflects the combination of:
(1) the decline in producer surplus and (2) the decline in domestic industry output.
The decline in producer surplus depends on the extent of the decline in price (price
effect) caused by unfair imports. The decline in domestic industry production
(quantity effect) will be correlated with domestic adjustment costs, i.e., the
displacement of domestic resources (e.g., labor) employed by the industry. Thus,
the -greater the quantity effect the greater the relative ad]ustment cost burden
imposed .on the 1ndustry s workers consequent to unfair imports. The relative
magnitudes of the pnce and quantity effects depend on the elastlclty of domestic

supp"r o

For example 1f domestlc supply were hlghly 1ne1astlc there would be a
relatly_ely ‘small- quantity. effect but a relatively large price effect from a given
contraction in demand for the domestic product. Thus, the decline in revenue would
closely approximate the decline in producer surplus while adjustment costs would
be relatively. small. However, if domestic supply were highly elastic there would
be a large quantity effect but.-a small price effect. Thus, the decline in revenue
would primarily reflect adjustment costs while the loss in producer surplus would
be relatively small. For a moderate supply elasticity (as shown in Figure 3.1) there
would be intermediate declines in producer surplus and 1ntermed1ate adjustment
costs.%

¢ Furthermore, note that-U.S. law requires that the ITC consider the change in domestic industry total revenue. 19
US.C, sec. 1677(THC)(iii)(T). .

5 The discussion in the text assumes. that the domestic industry is perfectly competitive. Note that if there is imperfect
- competition (with constant marginal costs and no fixed entry costs), then price exceeds iarginal cost. Assuming that variable
factors are paid their opportunity costs, then the decline in industry revenue caused by unfair 1mports is positively related to
the reduction in profits of domestic firms.
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V. Exténsions and Refinements

Applying the framework discussed in section IV generally gives upper bound
estimates of the adverse effect of unfair imports on domestic producers. This is
because that framework assumes: ( 1) unfair imports and the domestic product are
differentiated products and (2) the price advantage of unfajr imports is based on the
full pass-through of the dumping/subsidy margin. When these assumptions do not
hold, the magnitude of the adverse effect is smaller.

World Markets for Standardized Products. There are situations where the
degree of substitution between 1mported and domestic products is very high so that
there is essentially one product (i.e., a standardized product) and it is traded i ina
‘world market. In such instances global demand and supply. determine the world
market price. If unports into the U.S. do not affect the world price, then unfair
practices by a country too small to change the world price do not affect domestic
producers.” This is because total imports would not change However, import
, supply to the United States from the country engaging in the unfair practice
increases. The consequence is that the country composition of imports changes:
1ncreased 1mports from the country supplying unfair imports displace an equivalent
quantity from other countries. Our basic model is not designed for gases involving
world markets with standardized products. Such cases will be examined
separately.** " R

Pass-through Issue. . As discussed above, the 1mpact of unfair imports
depends on the difference between the fair and unfair prices of the 1mported
product, which in turn depends on the extent to which the dumping margin is
"passed through" to the price of unfair imports.*® The greatest dlfference bctwcen

 Fhat is, the world price is the import supply éurve for the United States.

% Indeed, simulations of our model show that it would produce upward biased injury estimates if it were used. for cases
involving world markets and standardized products. Specifically, we inserted elasticity values into our differentiated products
model to attempt to capture (a) a very high degree of sybstitutability between domestic and imported products in cansumption
and (b) a very high import supply’ elasticity for fair imports. The simulation results incorrectly suggest that unfair imports
would have an appreciable adverse effect on domestic industry. ‘The ‘correct result for such cases is that the effect of unfair
imports is virtually nil. The specific example used in the simulations has the following specifications: domestic quantity is
50 and unfair and fair imports are 25 each, own demand elasticity for the composite product is -1, the elasticity of substitution
is 30 (higher substitution elasticities cause our model to crash, i.c., the model cannot solve because of cxponentfal overflows),
domestic supply elasticity is 5, and fair import supply elasticity is 200. If the dumping/subsidy margin is 5 percent unfair
imports are estimated to cause domestic industry revenué losses of 7 percent, if the margin is 10 percent estimated lpsses are
9.6 percent, and if the margin is 25 percent estimated losses are 10.6 percent. Thus, these results show that if our
differentiated products model were applied to cases involving standardized products, injury to domestic industry would be
substantially overestimated.

% We confine our attention of the pass-through issue to dumped imports and provide estimates for five cases (in the next
chapter). We were only able to obtain the requisite data needed to develop the estimates for these cases.
(continued...)
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the fair and unfair import prices occurs when there is a full pass through, i.e., when
p' = (1+M)p°. With partial pass through, there is a smaller difference between the
fair ahd unfair prices so that the adverse impact of unvfairvimports is also smaller.

In dumplng cases, a partial pass through can occur if a foreign firm has
monopoly power ‘and practices price discrimination by charging a lower price on
“sales to’ the U. S. market compared to the price charged on sales to its home market.
In this'case, M measures the difference between the initial price charged in home
market and the initial price charged in the U.S. market (divided by price charged in
U.S. market). A partial pass through can occur if the foreign firm is then
constramed to charge the same price in both markets (i.e., to cease dumping). As
explarned more fully in Appendix B, the foreign firm will then optimally adjust
prices in both markets based on relative sales to the two matkets.®® For example,
if sales to the U. S. ‘market account for a large share of total sales (U.S. market plus
forelgn market), the bulk of the price adjustment will take place in the home market
of the forelgn firm: price in home market will fall substantially compared to the
prlce increase on sales to the U.S. market. Asa consequence the fair price charged
“to the U'S: market will not be M percent higher than the unfair price: the fair price
- will be less than this. This is referred to as a partial pass through of the dumping
- margin.’’ Fmally, by symmetry the decrease in import prlce attributable to
" ‘dumping will be smaller than M/(1+M) percent so that the injury caused by
dumping is smaller under partial pass through than under full pass through.

VI Conclusion

' The model presented in this chapter provides an analytic framework to obtain
‘estimates for the magnitude of injury suffered by domestic industry as a result of -

95(...continued) o
Note that potentially there is a pass-through issue for subsidy cases as well. Specifically, if the import supply of
unfair imports has a finite elasticity, then the subsidy margin will not be fully passed through to the price of unfair i 1mports
For a dlscusston see Knoll (1989), pp. 56-76. .

 Habeiler (1936), p., 1303, was apparently the first to suggest that the effects of price dumping be analyzed by using a
. benchmark where the foreign firm was constrained to charge a uniform price in both markets. See also Boltuck (1991) for
development of this concept.

" This paragraph deals with sntuatuons involving dumping by a foreign firm. However, a foreign firm may have monopoly
power and receive subsidies, but not dump. In this situation, Morkre (1993) shows that there would also be a partial pass
through of the unfair price advantage. This result was found for four types of oligopoly (i.e., Bertrand, consistent conjectures,
Cournot, and collusion) assum‘mg that marginal costs are constant and that demand functions are linear. Under these
conditions, there is a wedge between price and marginal cost and the price of the imported product does not fall by the full
amount of the subsidy.

Using a model that assumes Bertrand competition but allows for nonlinear demand and non-constant marginal costs,
Feenstra (1989) also finds that, for what he calls the "normal” case, there would be a partial pass through. Feenstra’s equation
(4) shows that with increasing marginal costs and constant demand elasticity there would be a partial pass through. However,
with constant marginal costs and constant demand elasticity, there would be a full pass through.

41



dumped or subsidized imports. Note that our model is not designed to account for
the total injury suffered by domestic industries from all possible factors; rather it is
designed to find the quantum of injury that is directly attributable to the unfair
practices of dumping and subsidization. To attempt to explain total injury would
require a different, and more complex, analytic framework. Our aim in this report
is more modest.

Chapter 2 presented some of the essential data needed by our model,
specifically quantities and values of domestic and imported products, and dumping
or subsidy margins. This chapter has identified the remaining data needed by our -
model, specifically certain demand and supply parameters (i.e., elasticities). We
proceed next to the estimates themselves. '
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CHAPTER 4

ESTIMATES OF THE EFFECTS OF UNFAIR
IMPORTS ON DOMESTIC INDUSTRIES

1. Introduction

This chapter provides upper bound estimates of injury to domestic industries
caused by unfair imports. The estimates are obtained by applying the model
presented in the previous chapter to the data sample discussed in Chapter 2, Our
~ survey in Chapter 2 suggested that countervailing duty cases were less likely than

antidumping cases to involve severe injury to domestic industries.. To explore this
issue more fully, in this chapter we distinguish between the injury estimates for
_countervailing duty and antidumping cases. Further, we also separate out joint
~ cases, cases that involve both dumping and subsidies. Finally, as explained in
Chapter 3, injury is measured by percent decline in domestic industry revenue
caused by unfair imports.
We first explain why it is necessary to adopt the approach of calculating upper
“bound estimates (section IT) and then discuss how this approach is implemented
(sections III and IV). The injury estimates follow (sections V through XI).

IL. Upper Bound Approach

~ Ideally, we would have a complete set of the requisite empirical data required
by our model and could calculate accurate estimates of the injury suffered by
domestic industries. Unfortunately, this is not possible for two main reasons. First,
‘we must rely on Department of Commerce calculations for the dumping and subsidy
margins. As discussed in the previous chapter, these margins appear to be biased
upward. Second, there is a paucity of empirical information about the two demand
elasticities required by our model: (1) the elasticity of demand for the aggregate (or
composite) product that consists of the domestic product, unfair imports, and fair
imports and (2) the elasticity of substitution between the domestic and imported
-products. As discussed chapter 2, many ITC cases involve very small and very
specialized products (e.g., fireplace mesh panels, fire hose couplings). Not
surprisingly, empirically-based estimates of the two demand parameters for these
types of products. (or even for somewhat broader product groups that include these
specific products) are simply not available. Nor was it possible to develop
appropriate values for them during the course of this study.® =

¢ Since the fall of 1987, ITC staff generally provides estimates of demand and supply elasticities for final investigations.
For several recent cases, we use the ITC estimates. :
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It is possible, nonetheless, to obtain upper bound injury estimates for all 174
cases in our data sample. This is done by using a value for the elasticity of demand
for the aggregate product that is close to zero and a value for the elasticity of
substitution that is sufficiently high that we can be fairly certain that the computed
effect of unfair imports overstates the actual effect. It is possible to "fine tune" the
injury estimates by using more appropriate values for one or both of the demand
parameters, if they are available. However, if the maximal injury- estimate is

~small this fine tuning is unnecessary. Accordingly, we limited our efforts to find
- case specific values for the two demand parameters to cases where the initial upper
- bound estimates suggest that injury could be large.

In this context, "large" means a domestic industry revenue loss of 10 percent
~or more. ' The 10 percent figure is arbitrary. However, note that an industry
suffering a decline in revenue of 10 percent is not likely threatened with anything
‘approaching extinction. For example, in a competitive industry with ten equal-sized
firms, a 10 percent revenue decline corresponds to the displacement of one domestic
‘producer.” There is no question regarding the survival of the domestic industry;
indeed none of the other nine firms would sustain permanent injury from unfair
imports. However, since upper bound injury estimates are provided for all cases,
readers who wish to assess the results using other general thresholds for "large" can
do so. It is also possible, of course, to modify the threshold for individual
industries.”! :

III. Four Stages

We present four collections of injury estimates, starting with estimates that
provide maximum upper bound estimates (stage I), and then proceed, step by step,
'to obtain successively more realistic estimates. This is done by introducing more
-appropriate parameter values, one at a time, for each of three key parameters (stages
IT through IV). Stages I and II are initial stages that both use common parameter
values for certain demand parameters (explained below). Stages III and IV use
parameter values for the two demand parameters that are unique to each case.

The three key parameters are: (1) the elasticity of supply of fair imports (e.g.,
imports from countries not under investigation), (2) the elasticity of demand for the
aggregate (or composite) product, and (3) the elasticity of substitution between the
domestic and imported products.

 Appendix D gives the elasticity estimates and discusses the sources for these estimates.

" This assumes that long run industry supply is infinitely elastic and that minimum efficient scale is one-tenth the level
of industry output prior to the unfair practice.

7f Finally, note that U.S. law does not specify a quantitative threshold for injury. See 19 U.S.C., sec. 1677(7)(C)(iii)(l).
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Finally, a fourth parameter is also needed to estimate mjury Thls parameter
is the domestic supply elasticity. Available evidence suggests that manufacturing
industries have a relatively high elasticity of supply while agricultural and natural
resource products have a relatively low elasticity of supply. 72 For each case we
use the approprlate domestlc supply elasticity for all four stages.

Stage 1. With the exception of the domestic supply elasticity, a common set
of elasticity values is used for all cases. Regarding the elastlclty of supply of fair
- imports, we make the unrealistic assumption that it is zero.” Suppliers of fair
imports are therefore treated as being completely insensitive to price and therefore
to unfair imports. They are assumed to maintain the same quantity of shipments to
the U.S. even though unfair imports depress prices in the U.S. market. The effect
of this is to make the injury to the domestic industry laxger because the price
decrease from unfair imports is not mitigated by decreases in the quantlty of fair
imports.

Regarding the elasticity of demand for the aggregate or composite product, we
make the unrealistic assumption that it is (practically) zero. 7 Thus, demand for
the aggregate product is regarded as being virtually comgletely inelastic. Even
though prices will be lower when there are unfair imports, we assume that
consumers do not increase their overall purchases of domestic and imported
products. Thus, in a sense there is a zero-sum game: the entire amount of the
increase in imports comes at the expense of domestic producers. ‘Lost sales by
domestic producers are therefore exaggerated. '

Under these two assumptions the "size" of the domestic market is fixed (i.e.,
aggregate consumption of the composite product is assumed to be almost constant)
and the burden of reducing quantity when unfair imports occur falls completely on
domestic producers. Additional imports due to the unfair practice take business
away only from domestic producers. Another way of interpreting this situation is
that foreign suppliers of fair imports feel constrained to preserve their preexisting
volume of business in the U.S. market. The only way this can be done, given that
prices of unfair imports have been cut, is to reduce prices of fair imports.”

" For an elaboration see Appendix D.
 This assumption is, of course, made only if fair imports are present.

™ Specifically, we assume that the aggregate demand elasticity is equal to -0.01. Our model does not solve if this -
clasticity is set equal to zero.

75 Note that if the price of fair imports falls sufficiently -- to be below the normal level -- all'lmports may be unfair.
However, the foreign suppliers of fair imports are merely responding to the practxces adopted by foreign suppliers of unfair
imports. .
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‘Regarding the elasticity of substitution between the domestic and imported
products, we make the unrealistic assumption that they are very close substitutes.”
“Furthermore, ‘we assume that the degree of substitution between the domestic
“product, unfair imports, and fair imports is the same, even though it is likely that
unfair and fair imports are generally closer substitutes for each other than each
imported product is for the domestic product.” Consequently, the estimates of our
- model imply that, for any given price advantage arising from the unfair practice,
- U.S. purchasers will switch from domestic product to unfair imports to a greater

extent than is likely to be true. Again, this increases the domestic industry injury
“estimate because a given price decrease from unfair imports will cause demand for
the domestic product to fall by a greater extent than if we used smaller and more
appropriate value for the elasticity of substitution. :

In summary, this combination of assumptions ensures that estimated injury to
domestic industry from unfair imports will be a maximum.

' Stage II. - In the second stage, we move from the maximum injury estimate
toward more realistic estimates by allowing suppliers of fair imports to adjust
shipments in response to unfair imports. This is the only difference between stage
IT and stage I. Although the total market size is still fixed, unfair imports now take
‘business away not only from domestic producers but also from foreign suppliers of
fair 1mports Thus, the injury estimates for stage II will be smaller than the

‘injury estimates for stage I. That is, some of the effect of the price decrease caused
by unfair imports is mitigated by a reduction in the quantity of fair imports supplied.

% Specxﬁcally, we assume that the elasticity of substitution between the domestic and imported products is equal to 9.
Econometrlc evidence obtained by Shiells, Stern, and Deardorff (1986), by Reinert and Roland-Holst (1992), and by ITC staff
in conjunction with final antidumping or countervailing duty investigations suggests that reasonable values for substitution
_elastlcltles rarely exceed 5. . See also Appendix D. :

" This is based on the argument that U.S. purchasers first choose between a domestic product and (any) foreign substitute
products. If they choose the latter, they then choose between alternative imported products. In part this appeals to the notion
that for U.S. industrial purchasers (recall from Chapter 2 that most ITC cases involve intermediate products) there are special
costs for importing from any foreign source compared to purchasing from domestic sources. For instance, the time to fill an
order is usually longer for imports and assurance of supply of imports is less. Purchasers adjust by holding larger average
inventories. For a discussion of these issues for imports of steel products, see Jondrow, Chase, and Gamble (1982).

Note finally that this is not necessarily inconsistent with the following empirical result obtained by Grossman (1982):
imported products from both developed and developing countries are relatively close substitutes for domestic products, but
are imperfect substitutes for each other. Domestically produced goods apparently cover a relatively broad quality range. The
low quality domestic varieties compete closely with imports from developing countries while high quality domestic varieties
compete closely with imports from developed countries. This suggests that there are two domestic products, a low quality
version and a high quality version.

" ™ Note that the amount by which unfair imports increases consequent to the unfair practice is greater when fair imports
are flexible because this flexibility reduces the decline in prices of fair imports and the domestic product making unfair imports
relatively more attractive.
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The greater is the elasticity of supply of fair imports, the greater will be the
relative contraction in fair imports in response to unfair imports. In this stage (and
in subsequent stages), this elasticity is assumed to equal the domestic supply
elasticity. Fair import supply is expected to be at least as elastic as domestic supply.
This is based in part on the argument that in the longer term (and for a particular
product) the supply response by domestic producers is comparable to the supply

- response of foreign producers of fair imports. Unlike domestic supply, import
supply is also based on demand responses, i.e., by consumers in the home country
of foreign producers as well as demand responses of consumers in the other
countries (in addition to the United States) that also import the product in question.
Thus, if the price of fair imports in the United States goes up, the consequent
increase in fair imports will be greater than that indicated by the production
response abroad because foreign producers can divert additional product to the
United States.”

Note that stage II estimates are provided only for cases where there are fair
imports. In cases where fair imports are absent, we do not allow for the possibility
that fair imports may enter the domestic market if the unfair practice were removed

- because we know of no reasonable way of doing so. This also tends to overstate
the injury estimate, particularly when unfair imports. have a large unfair price
advantage. This is because the unfair practice may have eliminated fair imports
completely, which reduces the injury otherwise incurred by the domestic industry.
Absent the unfair practice, the price of unfair imports would increase significantly,
providing a strong incentive for potential suppliers of fair imports to export to the
U.S. market. ' ‘

Stage III. For cases where injury is estimated to be large through stage II
(i.e., greater than 10 percent), we attempt to find case specific values for the demand
parameters. In stage III, we refine the injury estimates by removing the unrealistic
assumption that the total market size is fixed. Some unfair import sales result from
the fact that their lower prices attract new customers to the market. Thus, not all
additional unfair import sales come at the expense of domestic producers and
foreign suppliers of fair imports. Accordingly, estimated injury to domestic
producers will be smaller for stage III than for stage II. :

Stage IV. As a final refinement in the injury estimates, we remove the
" unrealistic assumption that the unfair import product and the domestic product are

™ The numerical value of the import supply elasticity of fair imports is, of course, an empirical question. However,
specific information about this elasticity is very sparse. See, for example, the survey by Goldstein and Khan (1985), p. 1087,
note 65. Traditionally, import supply of a particular product for a large group of countries is taken to be very highly elastic,
i.e., infinite, partly on grounds that these countries can readily divert shipments to the U.S. market from other markets,
including their own home miarkets, when price in the U.S. market increases. We assume that output responsiveness in foreign
countries is of a comparable order of magnitude to that in the United States. Thus, since exports equal total output minus
domestic consumption, the import supply elasticity to the U.S. market will be at least as large as the U.S. domestic supply
elasticity.
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very close substitutes. The lower is the degree of substitution, the smaller will be
~ the decrease in quantity of domestic output due to the unfair practice. Accordingly,
domestic producers lose less business to unfair imports and the estimated injury to
domestic producers will be less for stage IV than for stage IIIL.

IV, Pass through of Unfair Price advantage and Adjustment for World Market

In all four stages, we make the extreme assumption that there is a full pass
through of the dumping or subsidy margin. As explained in Chapter 3, for certain
~ antidumping cases this assumption overestimates the adverse effect of unfair imports
on domestic producers. We have sufficient data for five antldumpmg cases to
- calculate a partial pass through injury estimate.

Similarly, in all four stages we assume that domestic and imported products
are differentiated products and our model is designed to analyze this situation.
However, there is one case (involving urea) where it is 1mportant to adjust for a
world market and a standardized product.

V. Results for Stage I

‘Tables 4.1, 4.2, and 4.3 give the injury estimates for the 174 cases in our
sample. Recall that injury is defined as the percentage decline in domestic industry
revenue due to the unfair trade practice. The three tables divide the 174 cases
according to the type of practice that led to unfair imports. Table 4.1 is for the 57
cases that involve only subsidized imports. Table 4.2 is for the 105 cases that

“involve only dumped imports. Table 4.3 is for the 12 cases that involve both
subsidized and dumped imports. The three tables also provide certain information
about each case, i.e., product, date of the case, dumping or subsidy margin, and the
domestic market shares of unfair and fair imports.*® -~

- Finally, in reviewing the results it is helpful to keep in mind the conjecture
we made in chapter 2, section V: that unfair imports will not have a significant
effect on the domestic industry unless both the margin (subsidy or dumping) and
share of unfair imports exceed 5 percent. As we will see shortly, with but rare
exceptions, even the maximum upper bound estimates for injury in stage I validate
this conjecture.

® The tables also indicate whether import shares are based on dollar values of imports (indicated by a 1" under column
“Import Data Type") or quantities of imports (indicated by a "2"). Whenever possible we use value data to estimate injury.
As explained in the appendix to this chapter ifitis necessary to use quantity data, then the resultmg injury estimates will
generally be biased upward.
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Subsidy Cases. Even under conditions designed to obtain the largest possible
injury ‘estimates, the results for stage I in Table 4.1 show that for the vast majority
of countervailing duty cases, 54 of 57 cases, the domestic mdustry suffers a revenue
loss of less than 10 percent from unfair imports. Moreover, in nearly three-fourths
of the countervailing duty cases, 41 of 57 cases, the injury is less than 5 percent.
In 10 countervailing duty cases the injury is less than 1 percent.

The results also show that a domestic industry suffers appreciable injury only
when both the unfair price advantage and the unfair import penetration ratio are "
moderately large. This can be illustrated by examining two cases. Groundfish
fillets (case no. 10662) has the largest unfair import penetration ratio in Table 4.1:
34.4 percent. However, injury is very small, only -1.28 percent. This is explained
primarily by the fact that the subsidy margin is very small, 1.08 percent. For this -
case, which involves a natural resource product, domestic supply is highly
inelastic®' so that the principal way domestic industry responds to unfair imports -
is by reducing price. Since unfair imports are relauvely large they can have a
sizeable impact on market prices through the unfair price advantage. To illustrate,
suppose the depressed price received by domestic producers is $100. The maximum
extent by which domestic price could have been depressed by unfair imports is
$1.08 divided by $101.08. That is, price would have been at most $101.08 absent
the subsidy. Thus, since domesti¢ shipments do not change appreciably, the
maximum revenue loss caused by unfair imports is almost the same as the subsidy
margin, 1.07 percent. :

On the other hand, standard plpe (case no. 18103) has a very hlgh sub31dy
margln 65:24 percent. But here too injury is very small, only -1.09 percent. This
is due primarily to the small market share of subsidized imports, only 0.43 percent.
Furthermore, fair imports account for a very large part of the market, 51.49 percent.
For this case, which involves a manufactured product, domestic supply is highly
elastic®? so that the predominant response by domestic industry to unfair imports
is a contraction in shipments. Since the size of the domestic market is fixed (by
assumption in stage I), suppose, solely for convenience, that the total size is'10,000
units. Thus, 43 units are taken by unfair imports, 5,149 units by fair imports, and
4,808 units by domestic producers. . The maximum adjustment by domestic
producers is a loss of 43 units. Accordingly, since fair imports remain unchanged,
domestic producers would have shlpped at most 4,851 (=4,808+43) units absent
injury by unfair imports and the maximum revenue loss caused by unfair imports
is closely approximated by 43 divided by 4,851, or 0.89 percent. '

®! The elasticity of domestic supply is 0.32. See the appendix to this chapter.

82 The elasticity of domestic supply is 10. See the appendix to this chapter.
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Two of the three subsidy cases where injury exceeds 10 percent involve
agricultural products. The injury estimate for canned hams (case no. 10820) is
-27.54 percent while for feta cheese (case no. 10792) it is -10.47 percent. In both
these cases, since domestic supply is relatively insensitive to price, domestic industry
revenue loss is closely approximated by the maximum extent of price depression
caused by the unfair price advantage. - The subsidy rates are 33.74 percent for
canned hams and 12.50 percent for feta cheese. Assuming that the unfair price of
imports is $100, and also assuming full pass through of the subsidy margin, then the
fair price of imports. would be $133.74 for canned hams and $112.50 for feta
cheese. Therefore, the maximum price suppression is 25.22 percent (=33.74/133.74)
for canned hams and 11.11 (=12.50/112.50) percent for feta cheese.

Antidumping Cases. Table 4.2 shows that antidumping cases, like subsidy
cases, typically involve "small" i 1n_|ury to domestic industry. For two-thirds of the
antidumping cases, 70 of 105 cases, injury is less than 10 percent Moreover, for
nearly half of the antidumping cases, 53 of 105 cases, injury is less than 5 percent.
However, antidumping cases appear to involve: larger injury than subsidy cases.

Poss1b1y the most 51gmﬁcant dlfference between antidumping and subsidy
cases is the size of the margin calculated by Commerce. Table 4.1 shows that only
9 of 57 (16 percent) subsidy cases have a subsidy margin of 25 percent or more.”
Table 4.2 shows that 47 of 105 (45 percent) antidumping cases have a dumping
margin of 25 percent or more.* Moreover, while the largest subsidy rate is 77
percent, there are eight antidumping cases where the dumping margin exceeds 100
percent, and one case where it exceeds 200 percent.* This difference between
subsidy and antidumping cases was discussed in Chapter 2, and has also been
emphasized by others.*® For present purposes we observe that this difference is a

8 Also see Table 2.5 in Chapter 2.
# Also see Table 2.6 in Chapter 2.

® Recall from chapter 2 that the dumping fargin is calculated:based on the difference between fair price and price
charged to the United States. Thus, for example if the falr pnce is three times the U.S. price, then the dumping margin would
be 200 percent. :
% For example, Horlick (1989) states that "...antidumping duties as a rule have been higher than countervailing duties,
for the curious reason that U.S. countervallmg duty law is more closely tied to market place criteria than the antidumping duty
law. Therefore, countervailing duties approximately measure the value of subsidies given, while the antidumping law is based
on less economically sound foundations whxch can yleld hxgh marglns of dumpmg unconnected to economic reality." (p. 102).

However, this is mlsleadmg Even lf a countervallmg duty measures the value of subsidies glven the duty does not
generally indicate the magnitude of the: effect of the subsidy on price charged to U.S. importers. The most familiar example
compares an export subsidy and a domestic subsidy when foreign industry is perfectly competitive. For the same ad valorem
subsidy rate, an export subsidy has a greater effect on the price charged foreign buyers than does a domestic subsidy. This
is because an export subsidy discriminates;between domestic and foreign markets and creates a wedge between export price
and domestic price equal to the subsidy. "However, a domestic subsidy does not have as great an effect on export price

: (continued...)
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major reason why dumping appears to be more injurious to domestlc industry than
subsidies. :

Even when the dumping margin is very high there need not be a sigpificant
adverse effect on domestic producers. Indeed, in four of the eight antidumping
cases where the dumping margin exceeds 100 percent, Table 4.2 shows that injury -
is less than 5 percent. The four cases are: cement (case no. 14401), wire rod (case
no. 15981), titanium sponge (case no. 16002), and cold-rolled sheet (case no.
16370). These four cases involve manufacturing industries, where¢ domestic supply
is generally highly elastic, and all four have a small market penetration of unfair
imports, less than 2 percent. Therefore, the maximum loss of business by domestic
producers to unfair imports could not give a revenue loss of even:5 percent.

Indeed, very large dumping margins (e.g., 100 percent plus) are deceptive.
They give the misleading impression that the price of dumped import will double,.
~ or more than double, when the dumping order is issued, It is more likely that such
an order will price unfair imports out of the market completely. If this happens
there is "water in the tariff," i.e., the duty is higher thah necessary to choke off
imports from the market.”

On the other hand, we can also 1dent1fy several cases where dumpmg might
cause severe harm. In particular, there are 16 antrdumplng cases where industry
revenue loss could be 20 percent or more. The list of these cases and their stage |
1nJury estimates are shown below in Table 4.4. The table also gives dumplng
margins.

The list covers a variety of products cutting across a broad spectrum of
industries. No single industry or group of related industries dominates the list; if
there is severe harm from dumped imports it appears to be diffused across many
import competing industries.  What these 16 antldumplng cases have in common is
a large unfair import penetration (13 percent or more) and at least a moderate
dumping margm (7 percent or more). Indeed elght of the 16 cases have very high
dumping margins, 50 percent or more

Joint Antndumpmg—Subsndy Cases. Table 4.3 shows that for the majority of
_joint cases, 7 of 12.cases, injury was less than 10 percent and for pne-third of the
cases injury was less than 5 percent. There are five cases where injury potentially

8(...continued)
because it does not so discriminate as it affects both prices equally. For a discussion of this issue, see for example, Krauss.
(1978), p. 73 and Francois, Palmeter, and Anspacher (1991), pp. 100-108.

¥7 For cases that have water in the tariff it was necessary to modify our model. This issue is discussed in Appendix B.
Only three cases were involved, all of which have high dumping margins. This refers to case nos. 19270, 20670, and 21120.
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might be large: two oil country goods cases (case nos. 18650 and 19520),' ‘brass
sheet (case no. 19309), gypsophila (case no. 19567), and granite (case no. 21100).

Note that each joint case has both a subsidy margin and a dumping margin.
Both margins are weighted averages over imports from cumulated countries under
investigation in the case. To calculate i mjury for these cases we use the sum of the -
two margins. This assumes that both margins are fully passed through to the price
charged to U.S. purchasers. As discussed above, this assumption generally
exaggerates the difference between fair and unfair. prices, and accordmgly, 1mphes
that our estimate of injury from unfair 1mports is overstated

The 12 joint cases are dominated by an unusually broad 1nvest1gat10n
. involving flowers. The ITC divided this broad investigation into seven distinct
cases, one for each of the seven different types of flowers under investigation. Yet,
because the unfair price advantages from dumpmg and subsidy were relatively low,
only one of the seven flowers cases had injury that reached 10 percent (gypsophlla) '

VI. Results for Stage I o ‘. N

In stage I we allow the quantity of fair imports to respond to unfair imports.
This modification allows fair imports to absorb part of the impact of unfair imports
and thus reduces the impact of the unfair imports on the U.S. industry. Injury
estimates are made for most cases. The exceptions, indicated by a blank entry under
the column for stage II in Tables 4.1, 4.2, and 4.3, are cases that did not have falr ‘
1mports S0 an estimate was not calculated, '

Our principal ﬁndmg 1s that domestlc mdustry 1njuxy estlmates are hlghly
sensitive to the responsiveness of fair imports when fair imports are large. - In
particular, the assumption that foreign suppliers of fair imports do not adjust their
exports can lead to a severe overstatement, possibly by a factor of two, in the
estimate of domestic 1ndustry injury. : :

Subsidy Cases. Notable differences between the stage I and stage II estimates -
arise in six cases. As shown in Table 4.1, in one case injury declines from over 10
percent to under 10 percent and in five cases injury declines from over 5 percent
(but under 10 percent) to under 5 percent. . Therefore, for all 57 subsidy cases and
after adjusting (where appropriate) for fair imports in stage II, estimated injury is
less than 10 percent in 55 of 57 cases, and injury is less than 5 percent in 46 of 57
cases.

In feta cheese (case no. 10792), estimated injury declines from -10.47 percent
to -8.09 percent. Feta cheese is a processed agricultural product and the supply of
fair imports is assumed to be relatively inelastic. However, the market share of fair
imports is 50.05 percent. When the market share of fair imports is this large, even
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~a small percentage change in the quantity of fair imports gives an absolute change
~ in quantity that is large compared to the quantities of domestic shipments and unfair
imports. This diminishes the burden of unfair 1mports on domestic producers and
-reduces estlmated mjury

“In leather wearing apparel (case no. 11440), stainless wire rod (case no.
'13333), prestressed concrete (case no. 13580), carbon steel plate (case no. 15381);
and:oil country goods (case no. 16332) estimated injury declines from over 5
percent to under 5 percent. In all five cases fair imports are relatively large,
" between 20 percent and 66 percent of the domestic market. All of these products -
are manufactured products and the supply of fair imports is assumed to be highly
“elastic. Thus, for'a given percent reduction in market price caused by subsidized
1mports there will be a large contraction in fair imports, all of which will be taken
over by suppliers of unfair nnports Thls reduces the impact of unfair 1mports on
the domestlc mdustry ‘

In general the differences between the stage I and stage II estimates depend
on the magnitude of the stage I estimate and the market share of fair imports. For
example, when the stage I injury estimate is very small and fair imports are also
smiall; e.g., nonrubber footwear (case no. 10450) and whole groundfish (case no.
'10661), there w111 be httle or no dlfference between the injury estlmates for the two
stages

Antldumpmg Cases. As shown in Table 4.2, notable differences between the
stage I and stage II estimates arise in tén cases. In five cases estimated injury
declines from over 10 percent to under 10 percent, and in two of these five, injury
declines to under 5 percent. These two cases, steel nails (case no. 10880) and
prestressed concrete (case no. 13430) have very large ‘market shares for fair
imports, 57 percent and 58 percent respectlvely In the other five cases,® 1njury

“declines from over 5 percent (but’ less than 10 percent) to under 5 percent.
" Therefore, for all 105 antldumplng cases and after adjusting for fair imports (where
appropriate) in stage II, injury is less than 10 percent in 75 of 105 cases. Injury is
less than 5 percent 1n 60 of 105 cases ,

Interestmgly, all but one of the 16 ant1dump1ng cases 1dent1ﬁed in stage I as
having possible i 1njury in excess of 20 percent continue to have injury estimates in
excess of 20 percent in stage II. The exception is Urea (case no. 19920) where the
stage II injury estimate is 16.18 percent. However, eight of the 16 cases have zero

® This refers to case nos. 10462, 15191, 16942, 17700, and 20900.
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fair imports.®? As for the rest, the share of fair imports is usually less than 10
‘percent (five of eight cases).” : . .

Joint Antidumping-Subsidy Cases. Except for two cases (cases nos, 18650
and 19520), adjusting for fair imports makes little difference in the joint cases. As
shown in Table 4.3, the two exceptions involve oil country tubular gogds and they:
are the only joint cases where fair imports are very large -- in excess of 45 percent
of total domestic consumption. . For each of these cases estimated injury declines
from slightly over 10 percent in stage I to.under 6 percent in stage m

VIL Results for Stag_e I

~The injury estimates calculated for stage III allow the market size to vary by
using a more appropriate value for the elasticity of aggregate demand.”’ Replacing
the assumption that this elasticity is -0.01 (used in stages I and IT) with a higher and
more realistic value recognizes that the unfair practice will attract new consumers
to the market. Thus unfair imports will not take away-as many customers from
domestic producers and their injury will be smaller. As explained earlier (in section
1), stage I11 estimates are generally provided only for cases that have "large" injury
estimates in stage II. o

Subsidy Cases. = Stage III estimates were calculated for only two
countervailing duty cases and the effects are considerably different. In canned hams
(case no. 10820), estimated injury falls sharply from stage II to stage III, from -
25.21 percent to -14.09 percent. By contrast, in aluminum rod (case no. 21032),
injury falls only marginally from -12.89 to -12.66. In the first case the aggregate
demand elasticity is -0.73 while in the second case demand is much less elastic, only
-0.1.22 The difference in demand elasticities is, however, only part of the reason
behind the difference between the stage II and stage III estimates for these two
cases. In canned hams, domestic supply is highly inelastic,” while jn aluminum

8 This refers to case nos. 15130, 17220, 19570, 19343, 19344, 20670, 20820, and 21120. ‘
% This refers to case nos. 14310, 14542, 17840, 18112, and 18750.

9 The values used for the aggregate demand elasticity are given in Table 4A.1 the appendix to this chapter. Note that
where a range of values is shown, we use the smaller value. Using the larger value would give smaller injury estimates.

" %2 See Appendix D to this chapter for a discussion of the sources for the aggregate demand elasticities used in this report.

3 Note that this elasticity is based on the domestic supply elasticity of livestock, which has been estimated 10 be 0.40.
See Appendix D.
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rod domestic supply is highly elastic.’* Generally, price and total revenue are more
sensitive in markets where both demand and supply are highly inelastic. This
suggests that use of the appropriate value for aggregate demand elasticity is
; partlcularly important for cases involving agrlcultural or natural resource products.

Antldumpmg Cases. Stage I estlmates were calculated for 28 antidumping
g:ascs with the result that, with two exceptions, the decline in estimated injury is
modest. In acrylic yarn (case no. 10461) estimated injury falls from -11.19 percent
to -9.58 percent from stage II to- stage I In stainless steel cookware (case no.
19362), the corresponding decline in injury is from -12.20 to -9.09. These two
cases, plus two exceptions discussed below, comprise the four cases where estimated
injury falls below 10 percent in stage III. .

 The two exceptions are ethanol (case no. 18182) -and .potatoes (case no.
- 14630).. Ethanol has a very high-demand elasticity: -4.74. The price depression
caused by dumped 1mports thus causes a-considerable expansion in aggregate
consumption, which in effect absorbs a major: part of the increase in dumped
imports, and therefore moderates the adverse .impact dn domestic producers.
Estimated injury to domestic ethanol producers falls from -17. 56 percent to -6.01
percent. . : . v

The points made earlier in the discussion of the countervailing duty case for
canned hams also apply to potatoes. Using the .appropriate aggregate demand
elasticity for potatoes, -0.37, causes estimated i 1njury 'to fall from -14.01 percent to
~7.15 percent. - _

1 - Joint Antldumpmg-Subsidy ‘Cases. Stage III estimates are calculated for
three joint cases. In brass sheet (case no. 19309), estimated injury declines from
-15 90. percent in stage II to -11.50 percent in stage: 1II because aggregate demand
is elastic, -1.7, although less so than for ethanol. In gypsophila (case no. 19567),
estimated injury - declines from -10.15 percent to -3.75 percent.- In this case
aggregate demand is very elastic, -3.85. Finally, in granite (case no. 21100)
estimated injury declines modestly, from -11.43 percent to -9.75 percent. The
aggregate demand elasticity is -1.0.%

% Note that although production of aluminum rod uses bauxite (a natural resource product) there are also several other
aluminum products (e.g., foil) that also require bauxite. Indeed, in 1987 domestic production of aluminum rod was only 4.8
percent of total output of the domestic aluminum industry. 1Alummum Statistical Review, 1990 > P- 5) As a consequence the
supply elastlclty of the raw material to rod producers is expected to be relanvely hlgh

% Note that we use a domestlc supply elasticity of 10 in this case. This is based on: (1) the assessment of ITC staff that
with respect to finished granite, domestic supply is relatively responsive to price and (2) the fact that most of the equipment
used to. produce. the product under investigation-could be used to produce other granite products that were not under
investigation. (No estimate of the supply elasticity was made by ITC staff. ) ITC Memorandum EC-L-263, August 3, 1988,
p. 4.
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'VIIL Results for Stage IV -

As discussed in Chapter 3, the extent of the contractlon in demand for the
domestic product caused by unfair imports is highly sensitive to the degree of
substitution (or elasticity of substitution in demand) between imported and domestic
products. In stages I through III, we assumed that imported and domestic products
were very close substitutes.- Specifically, we assumed that a one percent decrease
in the price ratio of unfair imports to domestic product would cause a nine percent
increase in the ratio of quantities demanded (of unfair imports to domestic

“product).” That is, the degree of substitution was assumed to be 9. The injury
estimates calculated for stage IV replace this value with more appropnate values for
the degree of substitution between .imported and domestic: products, We are
partlcularly interested in examining those. cases where. 1njury is est;mated to. be
"arge" in stage IIL. % : ~ :

Subsndy Cases The same two cases exammed in stage III are. also cxammed
here. Table 4.1 shows that for canned hams and aluminum rods, the stage IV injury
estimates are approximately one-third smaller than the stage III estimates. In canned
hams, injury declines from -14.09 percent to -10.95 percent. In aluminum rods,
injury declines from -12.66 percent to -8.42 percent. In canned hams the dcgree of
substitution is 5 and in aluminum rods it is 3.

With this third and final adj ustment to our injury calculauons for subsuiy cases
we are left with only one case where injury is "large." Considering the estimates
across all stages, only in canned hams does injury exceed 10 percent.

Antidumping Cases.. There are 13 antid‘umping\cases’“ that have - large
estlmated injury up through stage III and that can be exammed in stage 1V.”

% See Appendix B and Tarr (1989), p. 5-2.
7 The values used for theselastki'city of substitution are-given in Tablc, A1 in,the appendix to this chapter. - Note that
where a range of values is shown, we use the.larger valué. Using the smaller value would give smaller injury estimates.

% However, we also provide stage IV injury estimates for four cases where the stage HI injury ‘estimate is less than 10
percent. For these four cases we were able to obtain information about the elasticity of substitution, The four cases are spun
acrylic yarn (case no. 10461), 12 volt batteries (case no. 12280) potatoes (case no. 14630) and stamless steel cookware (case
no. 19362). .

% The 13 cases are: (1) *fireplace mesh panels (case no. 12500), (2) shop towels (case no. 14310), (3) heavy iron
construction castings (case no. 18112), (4) *malleable cast iron pipe fittings (case no. 18450), (5) butt-weld pipe fittings (case
no. 19189), (6) *mirrors (case no. 19389), (7) *tapered roller bearings (case no. 19839), (8) *malleable threaded cast iron pipe
fittings (case no. 20049), (9) *seamless stainless steel pipe (case no. 20331), (10) stainless steel butt-weld pipe fittings (case
no. 20670), (11) *bimetaliic cylinders (case no. 20800), (12) forklift trucks (case no. 20820), and (13) teflon (case no. 21120). -

Note that these 13 cases are not a subset of the 16 cases listed in Table 4.4. The former have estimated injury greater
than 10 percent through stage III while the latter have estimated injury in excess of 20 percent int stage I.
' (continued...)
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Table 4.2 shows that for seven of the thirteen, the stage IV injury estimate is no
longer large. (The seven are marked with an asterisk in the preceding note.) Of the
seven cases, estimated injury declines the most in fireplace mesh panels, from -10.47
- percent to:~0.70 percent, and in tapered rollér bearmgs from -12.36 percent to -2.91
~-percent. - For: both cases the appropriate degree of substitution is small. For
_ .frﬁreplace mesh panels 1t s’ 1 54; for tapered roller beanngs it is 0.83.

In sectlon V we ldentlﬁed 16 antldumpmg cases where domestlc industries
: 'mlght have suffered severe harm from ‘dumped imports. The cases were listed in
-Table'4.4: We now know that, in general, the Overstatement in the stage I injury
. estimates is not trivial.. What has happened to the 16 antidumping cases in Table

4.47:Unfortunately, we are not able to calculate stage IV injury estimates for ten
of the 16 cases~because information-is lacking about’ the degree of substitution
- between -unfair -imports' and: the -domestic' product. - (The ten are marked by an
asterisk in Table 4.4.) For the other six cases, the stage IV estimates suggest that
* injury for two of them may exceed 20 percent. This refers to two pipe fittings
+ cases; butt-weld (-28.42 percent) and stainless (-25.15 percent). For the remaining
_four cases, injury may be large, but not larger than -20 percent.

: IX;-:Ad;ius’tment for:Pass Through

As explained in chapter 3, when dumpmg involves mterna‘uonal pr1ce
diserimination" and - the :dumping’ margin (M) -is ‘calculated based on the prices
- charged by foreign firms on sales to their home market and to the U.S. market, then
the elimination of dumplng will not cause the price to the U.S. market (fair price)
to equal the initial unfair price times (1+M). If foreign firms are constrained to
- eliminate-price discrimination, they will optimally adjust prices charged in both their
home-and in U.S. markets. In general, foreign firms will increase the price they
charge on exports to the U.S. market and also lower the price they charge in their
home market. Thus, the increase in price charged in the U.S. market will be less
than the dumping margin, i.e., there will be a partial pass through of the dumping
margln Accordingly, to measure correctly the effect of dumping in such instances
it is necessary to determine the full response by foreign firms, that is, we need to
estifate how they would revise both prices.

To determme the full response it is necessary to have data for home market
sales. 'We were able to obtain such data for five cases that had "large" estimated
injury up to stage II. These data are glven in Appendix D, in Table 4A.2. One of

(.. contmued)
Due to lack of mformatlon about the degree of substitution, 12 other cases that could result in "large" injury in stage
IV could not be examined.
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these five cases is noteworthy, stainless pipe fittings (case no. 20670).'° This
case has estimated injury of -25.15 percent in stage IV and the pass-through issue
is expected to be significant because shipments to the home market were 9.44
million pounds while exports to the United States were 3.99 million pounds. Given
that shipments to the home market were more than double exports to the United
States, we expect that if foreign firms were constrained to charge the same price in
both markets, they will find it advantageous to make a relatively greater revision to
the price charged to U.S. customers than to the price charged their home market
‘customers. Applying the home market and export data to our model, we find that .
absent dumping the export price charged to U.S. customers would increase by 32
percent while the price charged to home market customers would decrease by 11
percent. As expected, the increase in the price to the United States is smaller than
under full pass-through, which equals the dumping margin, 49 percent. Thus, since
the price effect of dumping is smaller under partial pass-through, estimated injury
is also smaller: the stage IV estimate is -25.16 percent but under partial
pass-through (all other parameters the same) the injury estimate falls to -12.89
percent. '

X. Approximatin’g a Wor-ld Market

Some of the cases in our sample involve highly standardized products that are
‘widely traded internationally. Examples include aspirin, frozen orange Julce
concentrate, sugar, and urea.'”’ As explained in Chapter 3, in such instances it is
possible that dumped or subsidized imports do not injure the domestic industry at
all. This occurs when U.S. buyers have a varlety of alternative foreign suppliers of
the same product and the buyers also pay a price that is determmcd on the world
market. Under these conditions, additional imports from one or more countriges
engaging in unfair practices merely displace other, fairly traded, 1mports from the
U.S. market.

These conditions are particularly relevant to the case of urea (case no. 19920). .
As reported by the ITC, urea industry experts expected that domestic prices would
not be significantly higher if antidumping duties were imposed because fair imports
from other countries would make up for reduced imports from unfair suppliers.'”

1% The other four cases either have "small" injury after stage IV (case nos, 10461, 20049) or else exports to the U.S. are
relatively small compared to shipments to the home market (case nos. 14541, 14542).

10! Note that most of these products are traded in butk and are subsequently processed and/or packaged for use by
consumers or firms. -

192 See U.S. International Trade- Commission (1987), Urea from the German Democratic Republic, Romania, and the Union
of Soviet Socialist Republics, USITC Pub. No. 1992, p. A-50, note 2.
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/The actual mJury ‘from dumped 1mports m thls case is very likely close to zero, and
we therefore do not regard injury in urea as being large.

XI. Sensitivity of Injury Estimates to Margins

Since dumping and subsidy margins are expected to be biased upward, we
conduct a sensrtrvrty analysis to reveal how the injury estimates are affected if the
' true margin is smaller than the reported margin. We restrict this analysis to the 18
‘cases for which estimated injury exceeds 10 percent after all of the adjustments
discussed to this point.

_ The results are shown in Table 4. 5. In addition to giving the case number and
product,. the table indicates the stage that ‘gives the lowest upper bound injury
estimate and, for convenience, the dumping/subsidy margin and the share of unfair
imports. Four injury estimates are provided. The first is based on the reported
margin and is the lowest upper bound. The next three estimates are for 90 percent,
75 percent, and 50 percent of the reported margin respectively.

The results suggest that the cases can be divided into three groups In the first
group are seven cases (marked by "*" in the table) where injury estimates are
relatively sensitive to the dumpmg/subsrdy margin. For example, for shop towels
(case no. 14310), estimated injury is -13.87 percent based on the full reported
“margin but is only -8.43 percent when 50 percent of the reported margin is used.
,‘The drstrngulshmg feature about these seven cases is that all have upper bound
_ estimates from stage IV.'"® They therefore all use appropriate parameter values
b'for the two key demand elasticities in our model (i.e., the aggregate demand
_elastrmty and the substitution elastrcrty), whrch suggests that these seven cases,
compared to the other cases in the table, more accurately reveal the true sensitivity
of estimated injury to the dumprng/subsrdy margin.

) The second group has three cases (marked by "k jn the table) where
_ estimated injury is virtually insensitive to the dumprng/subsrdy margin. For

example, for staple machines (case no. 14542), estimated injury based on the full
reported margin is -27.11 percent and it is -26.47 when 50 percent of the margin is
used. The lowest upper bound injury estimate for all three cases is either from stage
IT or from stage III, which indicates that information about one or both demand
parameters was not available. Based on the discussion of the first group of cases,

193 However, the injury estimate for case no. 20670 is based on partial pass through of the dumping margin, as discussed
in section VIII above.
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it is likely that had this 1nformat10n been avallable estlmated mjury would have been
more sensitive to the dumping/subsidy margin.'*

Finally, the results for the other nine cases are more diverse. However,
estimated i mjury is found to be moderately sensitive to the margin, even for lower
upper bound injury estimates from stages II or IIL. This is particularly frue when
the reported dumping margin is relatively small. The notable examplc is tubular
steel chairs (case no. 17220), where the reported dumping margln is only 7.6
- percent. In this case estimated injury (based on stage III data) is -23.95 percent
usmg the full reported margin but only -13.19 percent when 50 percent of the full
margin is used.

XII. Conclusion

This chapter provides estimates for the magmtude of injury suffered by
domestic industry from unfair imports in 174 antidumping and countervailing duty
cases decided between 1980 and 1988. The principal conclusion is that for the vast

majority of cases, about 90 percent, the i injury to domestic industry caused by unfair
imports is less than 10 percent of industry revenue. After examining the injury

estimates across all four stages, at most 18 of these cases involved "large” injury to
domestic producers (i.e., domestic industry revenues declined by more than 10
percent). Furthermore, all but one of the 18 cases where estimated i m]p_l_y is "large"
are antidumping cases, Our injury estimates rely on the dumping margins calculated
by the Department of Commerce and, as discussed in chapter 2, dumping margins
tend to be biased upward. Thus, our injury estimates for dumping cases are biased
upward. Finally, the maximum injury in the smgle subsidy case that resulted in
"large" m_]ury is 10.95 percent.

194 However, it should also be noted that for all three cases the share of unfair imports is relatively high (over 20 percent)
and the reported dumping margin is also very high (over 90 percent).
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suffered. Indeed, the main purpose of this réj)ort is to quantify the injury caused by
unfair imports. Moreover, this report examines only those instances of dumped or
subsidized imports that have resulted in ITC casés. Furthermore, since this report
examines only dumped and subsidized imports it is not appropriate to use our results
to draw inferences about the magnitude of the effects of other types of unfair
.practices on domestic industry. Under U.S. law, there are many foreign policies or
practices that may be unfair and cause injury to domestic industries. In addition to
‘dumped-and subsidized imports, these include forelgn government barriers against
U S. exports and mfrmgement by forexgn ﬁrms of U.S. intellectual property rights.

Sumlarly, there are two reasons why our Tresults must not be mterpreted to
_ imply that unfair imports never, or almost never, cause significant injury. First,
“even after making allowance for data deficiencies, we find that several cases in our
group of 1179 cases involve severe injury from unfa;r imports. Second, a total of
221 unfair import cases were decided between 1980 and 1988 and this report is only
able to assess the magmtude of injury for 179 of them

Why are our results so at variance with popular perceptwns" First of all, these
perceptxons often are not based upon systematic evidence. Second, our methodology
is designed to isolate the effects of unfairly traded imports from the effects of other -
influences on ‘the domestic industry. Firms that compete with unfairly traded
imports may be expenencmg difficulties mdependent of import competition. We
would ‘expect that firms in industries experiencing dlfﬁculty are more likely to
petition for relief. Casual observers might incorrectly infer causality from the
commdence of declining sales, profits, or employment W1th unfairly traded imports.

Our prmc1pal result is that injury from unfair 1mports is typically less than 10
percent of domestic industry revenue, and this raises some questions. In particular,
why do so many domestic producers incur the expense of initiating antidumping or
countervailing actions if injury is of this magnitude? The cost to the petitioners
varies with the size and complexity of the case; a recent GAO report puts the cost
at between $150,000 and $550,000 for an antidumping case, and slightly less for a
countervailing duty case.!®  Particularly for cases involving small domestic
industries, the filing of antidumping or countervallmg duty petitions does not appear
to.be cost justified.'”” -

Although search for the definitive answer to this question goes beyond the
scope of the present study, we conclude by offering some suggestions. First, even

% General Accounting Off ice (1988), Pursuit of the Trade Law Remedles by Small Busmes U.S. General Accounting
Office, Washmgton D.C., pp. 7-9.

1" There are cases where the value of domestic industry shipments is very small. For example, in case nos. 17840 (photo
albums) and 18392 (line pipe), annual domestic industry sales were $77,000 and $220,000, respectively. Unfortunately, data
for domestic sales are not available for many cases involving small industries.
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though the decline in domestic industry revenue caused by unfair imports is below
10 percent some firms are likely to be forced out of the business. For-example, if

there were twenty identical domestic producers and industry revenue fell by 10
~_ percent, then ultimately two firms will be forced to retire. For the firms crowded
~ out by unfair imports, securing relief from these imports is a life and death matter.
However, the identity of the domestic firm or firms that will be hardest hit by unfair
imports may not be known at the outset. Thus, there may be a free rider problem
to overcome owing to the "public good" aspect of relief from unfair imports when
~ antidumping or countervallmg duties are 1mposed :

Second for cases 1nvolvmg very small domestic industries the costs in
~ bringing antldumpmg/countervaﬂmg duty cases are borne, in part, by the
Government. In the early 1980s, and particularly since 1984, there was a deliberate
effort by the Department of Commerce and the ITC to help small firms. Before
1984, Commerce staff gave spemal attention to small firms in the preparatlon of
unfair 1mport petitions, and in the Trade Act of 1984 Congress created a new
division at the ITC, the Trade Remedy Assistance Office, to prov1de information and
assistance to small firms.'® Thus, the cost of unfair import cases to small firms
may be considerably less than the lower bound of $150,000 reported by GAO.

~ Third, one implication of our finding that unfair imports do not usually cause
severe harm is that generally the odds are stacked against petitioners securing
significant relief from unfair imports. However, when there are only a limited
number of firms in the domestic industry, there is a chance that they will secure the
big prize (i.e., the big antidumping or countervailing duty) and this may be
sufficient to drive the action. There are a few cases where Commerce finds very
“high margins. In the extreme case, pistachio nuts, the calculated dumping margin
was 241 percent.'” In our sample period (1980 to 1988) there were also seven
other cases where the calculated dumping margin exceeded 100 percent.'"® Thus
there is some prospect that a domestic petitioner w1ll obtain significant protection
from imports.

% See, for example, the discussion in Baldwin and Moore (1991), p. 264.

' The very high dumping was due to the fact that the Commerce Department used the official exchange rate for the
Iranian rial (90 rials/USD) and not the commerecial rate (600 rials/USD). According the Department of Commerce, under the
statute governing DOC calculations, DOC is required to use the exchange rate furnished by the Federal Reserve Bank of New
York, which supplied the official rate. See U.S. International Trade Commission (1986), In-Shell Pistachio Nuts from Iran,
USITC Pub. No. 1875, p. 12 note 31 (note by Vice Chairman Brunsdale and Commissioner Stem) and p. A-66 (DOC Final
Determination)..

' The seven other dumping cases where the weighted average dumping margin exceeded 100 percent are: . portland
cement, 136 percent margin (case no. 14401); staple machines, 123 percent margin (case no. 14542); wire rods, 119 percent
margin (case no. 15981); titanium sponge, 109 percent margin (case no. 16002); cold-rolled steel sheet, 122 percent margin
(case no. 16370); paint brushes, 127 percent margin (case no. 18050); nitrile rubber, 146 percent margin (case no. 20900).
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Fourth, it is possible that unfair imports threaten domestic industries with
. severe harm and that the filing of a petition arrested a surge in unfair imports that
would have caused severe injury. However; based on final ITC votes, "threat" cases
- .arerelatively rare. The ITC found threat of i anury in only 11 of 221 cases between
1980 and 1988.

i v Flfth, the poSsible gain to the firms filing an antidumping or countervailing

. duty petition may bear little relationship to our estimate of injury because the filing
of a petition immerses foreign rivals in proceedings with U.S. authorities that may
carry on for months, if not years. During this process, foreign rivals may curb the
‘challenge they pose to domestic producers. That is, domestic firms may use

“antidumping  or countervailing duty cases to harass foreign rivals and lessen
scompetmon in the market,'!

Slxth and an extension of the ﬁfth pomt the filing of antidumping or
- countervailing duty. petmons may serve as a vehicle to facilitate or strengthen
- noncompetitive behavior in the domestic market.!”? Although we do not have
_ information about this issue for the U.S., recent évidence siggests that antidumping
actions were used to facilitate collusion in the EC.'

, - Finally, there is another way ‘in' which domestic producers may benefit from
a-lessening of competition in.the U.S: ‘market. *Domestic firms may initiate
- antidumping or countervailing duty cases in order to secure a medium to long-term
. government sanctioned arrangement to restrict competition from imports. However,
“the probability. of this outcome is small, particularly for small industries. The
known examples of such arrangements all involve relatively large industries, e.g,
- potash, semiconductors, softwood lumber, and carbon steel.

m The posﬁible harassment effect of antidumping and countervailing duty cases has been suggested earlier, for example
by Bhagwati (1988), p. 48, and by Francois, Palmeter and Anspacher (1991), p. 129.

12 See the interesting discussion on this point by Stegemann (1991), p. 389, who comments on the "pervasive conflicts
between anti-dumping policies and domestic competition pollcy

s See»Messerlm (1990)¢
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APPENDIX A

CONSTRUCTION OF DATA SET
- USED IN CALCULATING INJURY

* This appendlx discusses . basw sources of the mformatmn on ﬁnal ITC
antidumping and countervailing duty cases. It also considers issues that arose in
constructing the data set used to calculate injury (used in Chapter 4).

L Basic Sources

The principal data sources for this study are 184 reports issued by the U.S.
International Trade Commission (ITC) between 1980 and 1988 for final antidumping
(AD) and final countervailing duty (CVD) investigations, Reports are issued when
the ITC makes a final determination, whether affirmative or negative. The reporfs
we use cover all final AD and CVD investigations conducted by the ITC during the
nine year period --- altogether 179 AD and 99 CVD investigations were concluded
during these years. : :

1I. Definition of Case

Based on the information contained in these reports, we constructed a data set
based on what we call a "final ITC case," or "case." In order to estimate the effeet
on domestic producers from dumped or subsidized imports it is necessary to specify
the domestic product and the unfair imports -- in effect specify the contours of a
case. Cases are defined based on decisions by the ITC regarding the -appropriate
domestic product and the foreign country(ies) alleged to supply unfair imports that
injure domestic producers. While each of our cases has a single domestic product,
there may be one or more countries that supply unfair imports. Altogether, there
are 221 cases.

In most instances the definition of a case is relatively straightforward: anITC
‘report deals with only one domestic product, only one foreign country supplying
unfair imports, and also only one type of unfair imports -- either dumped or
subsidized. However, four types of complications arise.

The first complication is where the unfair imports covered by an ITC report
are both dumped and subsidized. If foreign firms are selling at less than fair value
and at the same time they are receiving subsidies from their government, there are
two unfair practices to consider. Moreover, the ITC potentially may reach different

73



final determinations for dumping and subsidy. Accordingly, two cases are
constructed for this situation, one for the AD investigation and the second for the
CVD investigation.

The second complication is where an ITC report covers two (or more)
domesti¢ products (i.e., like products) that are allegedly harmed by unfair imports.
Since basic features relevant to the two products (e.g., the domestic market share of
unfair imports) may differ considerably, it is important to distinguish between them
in order to calculate as accurately as possible the injury caused by unfair imports.
Thus two cases are constructed when an ITC report mvolves two products.

The third complrcatlon is where domestic producers claim they are harmed by
unfair imports from two (or more) foreign countries. We follow the ITC and
combine (i.e., cumulate) unfair imports from the relevant foreign countries.'™
Therefore, a particular ITC report may list several countries, but if unfalr imports
from all of them are cumulated there is only one case ‘

The ﬁnal comphcatron is where a smgle case involves two (or more) ITC
reports “This arises when unfair imports of several countries are cumulated, but
because-of special circumstarices the case is divided into two (or more) parts.'"
The- decision . for--each part (for which there is a’ correspondmg ITC report) is
announced at a different date. However, the basic facts for each part are the same
and ITC essentially makes only one decision. Thus, there is only one case.

Table 2A.1 provides information about the 221 cases. For each case the table
lists :the: product involved, the date the ITC report for the case was issued, the
percent-margin of dumpmg or subsrdy, the percent share of unfarr 1mports ‘and the
case number we' a351gn to the case.!!6

III Data used to Calculate Injury

The entries under column "Data Type“ indicate whether the case was included
in our sample and if so the type of data we used to estimate injury (in chapter 4).
It was possible to use 174 of the 221 cases in our sample. Of the remaining 47

" There are two types of cumulation. The first is where unfair imports from all relevant countries involve the same unfair
practice, either dumping or subsidy. The second, "cross cumulation," is where there is cumulation across unfair practices.

'3 For example, one of the countries in a case may request that the Department of Commerce grant it more time to prepare
the information needed to calculate the dumping or subsidy margin. .

"' The first four digits of the case number are the ITC report number. The fifth digit indicates the degree of complexity
of the case. When an ITC report involves a single like product the fifth digit is "0." When an ITC report involves more than
one like product the different like products are distinguished by the fifth digit, starting with "1." When a case involves two
or more reports the fifth digit is a "9". For these cases only the first four digits indicate the report that is the principal source
of data.
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cases, 42 could not be used because the public version of the ITC report did not
provide the requisite data on imports or domestic shipments needed ‘to estimate
injury. They are indicated by "Insuff." Five cases were excluded from the sample
because, a priori, there was no doubt about the relative magmtude of injury from
unfair imports and it was therefore not necessary to estimate injury. . Two cases,
indicated by "Noinj,". did not involve any 1njury“7 and three cases, mdlcated by
"Maxinj," mvolved considerable injury.''® T

The 174 cases'in our sample differ by the type of the data used. to estimate
injury. For purposes of applylng our model, 1t is’ important to dlstmgulsh three
groups of cases.

The first group has 45 cases and consists of three components. This group
includes 39 cases indicated by VQ (values and quantities), 2 cases indicated by V
(values), and 4 cases indicated by CMSV (compléte domestic- market shares based
on values). For example; the -designation VQ indicates cases that, we have both
values and quantities for domestic product, unfair 1mports, and (if present) fair
imports. This group has the most complete data and gives the most accurate
estimates of injury to. domestic industry caused by -unfair imports. Our model
requires information about prices of domestic and imported products. With the VQ
data.set; average prices are obtained from unit values (i.e., V/Q). Alternahvely,
with:the V and CMSYV data sets, quantity units are selected so that prices are equal
to unity: “Such data: still allow accurate’ calculatxon of the percentage change in
domestxc mdustry revenue (mjury) due 't6 unfair 1mports

The second group has 91 cases and has two components This group mcludes
87 cascs indicated by -Q (quantlty) and 4. cases’ indicated by CMSQ (complete
domestlc market shares based on quantlues) ‘Therefore, it is not poss1ble to obtain
prices. Since we need prlces to run-out model, wé assume that prices of domestic
and imported products are* equal Smce the price. of the - unfair import product is
typlcally less ‘than' the .pricé -of domestic product this assumptlon tends to
overestlmate the injury from unfair ‘imports.""®” By assuming price ‘uniformity,

1w For case-number 10791, the ITC found that unfairly imported product (a cheese product from the EC) was so dissimilar
to U. S cheeses that no domestlc mdustry wasg aﬂ'ected by unfalr lmports For case number 19661 Commercc found a de
mmxmzs subsndy margm i 3 : o . .

118 The three cases, case numbers 18481-3, all involve offshore platform jackets. The last order received by the domestic
industry was in 1982 and by 1985 production had ceased. See Offshore Platform Jackets and Piles from the Republic of
Korea and Jagan USITC Pub No 1848 Inv Nos. 701-TA-248 and 731-TA- 259/260 May 1986 p 10.

% Of the 36 cases that had dlﬁ”erent observatlons for average price of unfair imports in the data set VQ only 6 cases
reported the unfair price to be higher than the domestic price.
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imported products are ngen a greater welght than they in fact should have, whlch
produces an upward bias for estimated injury.'? o

The third group has 38 cases and has four components This group in¢ludes
11 cases indicated by PQ (partial quantity), 5 cases indicated by PV (partial value),
12 cases indicated by PMSQ (partial market shares for quantity), and 10 cases
indicated by PMSV (partial market shares for value). . This group has partial
quantity or value data (absolute or percent shares) and was constructed in a mapner
that overestimates injury. This arises because it is not possible to determing the
* amount of fair imports so that fair imports are assumed to be zero, For cxampl;
information is available only for unfajr imports but nat total imports. By asspming
fair imports to be zero, the full burden of unfair imports necessarily falls on
domestic industry and produces an upward bias for estimated injury.'*"

120 Note that cases where the average price of unfair imports is lower than the gverage price of the domcsuc product also
tend tp be cases where the average price of fair imports are also low. Based pn the data discussed in the previous note, there
is a positive and statistically significant cerrelation between the prices of the two imported products.

! In.addition, in a few cases there is a further bias producing oyerestimates of injury, In'some cas¢s we used a higher -

margin of dumping or subsidy than the true weighted average margxp This occurs, for example, when individual quantity
(or valye) data are’ not available for twa or more foreign companies and we use the highest margin reported.
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APPENDIX B

METHODOLOGY FOR CALCULATING INJURY
| " FROM UNFAIR IMPORTS

The objective of this study is to measure the impact that unfair imports, goods
that have been subsidized or dumped, have hiad on competing U.S, industries. To
do so, we estimate what the performance of these domestic industries would have
been had they not had to compete with unfair imports, and compare it to the actpal
performance of these same industries.

This appendix describes the methodolo gy used to compute the estimated ypper
bounds of the effects of unfair imports upon domestic industries. It describes the
assumptions of the model and the justifications for these assumptions, the algonthms
used to compute these estimates, and the reasons why these results ovcrestlmatc thq
impact of unfair imports on domestic industries. :

This approach to measurmg the economic impact of unfalr imports: has much
in common with the methodologies developed by former ITC economists Richard
Boltuck and Michael Knoll to aid the ITC in making injury determinations in
countervailing duty and dumping investigations, Those familiar with -their
contributions will recognize our intellectual debt to them. We believe that our
methodology contributes to this literature, and can be considered a further evolution
of their work.

I. Demand

It is assumed that imports and competing domestic products are yiewed by
their purchasers in the U.S. as 1mperfect substitutes. Thus, imported and domestic
products can be sold simultaneously in the U.S. at different prices in equlhbnu;n
If an importer raises the price of its product it will lose some, but not all, of its
sales. When an importer cuts the price of its product, sales of the competing
domestic product will decline, but generally not to zero.

To determine the impact of unfair imports, we need to know what would have
“happened if the unfair practices had not accurred. To do so, it is necessary to
specify functional forms for the demands in the U.S. for domestic products, unfairly
traded imports, and fairly traded imports, if any. A desirable property of such
demand equations is that they should allow us to model the interrelated nature of
demand for products that are imperfect substitutes, yet require a minimum number
of parameters to be estimated.
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These requirements are met by adopting a model that has the following
specifications. We first assume that for any industry definition, all goods sold in
the U.S. can be’ aggregated into one of three categones domestically produced,
unfair imports, and fair imports. ‘et Qd be the quantity of the domestic product, Q,
the quantity of unfair imports, and Q; the quantity of fairly traded imports. Second,
the marginal rate of substitution in consumption between any two of Q,, Q,, or Q;

is:independent of the consumption of any other good." This "separation" of Q,,
Q,, and'Q; from all other goods (referred to as "weak separability"), implies that Qs
-Q,, and’Q; can be aggrégated into a composite good, which we call Q,."* Third,
the elasticities of substitition between any two goods Qg Q,, or Q;are constant and
equal to each other. This allows us to express Q, as a constant elasticity of
substltutlon (CES) aggregatlon flmctlonl24 of Qd, Qu, and Qf, as shown by

- Q = [bde'P + b Q _— be—p]-l/P .

where by, b, b, and p are constants with b, + b, + b, =1 and p > -1, # 0. As the
_name of the model implies, the elasticity of substitution between any two products,

--will be ‘constant, and can’ be shown to be’ equal to 1/(1+p) The price of the
‘aggregate product P, » is’ deﬁned to be

[Pde + P, Q + Pfo]
A

PA =

where Py, P,, and P are respectively, the prices of domestic products, unfairly traded
imports, and fairly traded imports.

:-:The.demand structure adopted above 1mp11es specific forms for the demand
functlons for Q Q,and Qz As a consequence of weak separability, consumers
decide optimal quantities of Q,, Q, and Q; based only on (1) the total budget for the

122 This ¢ assumptlon of mdependence is commonly adoptzd in empirical demand analys:s See for example Philps (1974),
chap 3. .

12 The proof of this statement is due to Leontief (1947).

24 Armington (1969) was the first to suggest the empirical usefulness of CES functions. CES functions have since become
widely adopted by empirical international trade researchers.
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composite good Q, together w1th (2) market prices Py, P, and Pf Weak separability
plus CES aggregation gives'” , ,

D,P,P,P) = by Q, (B, /P)°
D,P,PP) = b Q, (P, /P)”

D,(P = b QA ®, /2

Demand for the aggregate product D,, is assumed to take the constant
elasticity form, so that

D, =a, P}

TA

Combining this with the equations above gives:

Dd(Pd’Puan) = (b, /P)° o "”5« Q (“f o, ) o ‘. (1)
Du(Pd,Pu,Pf) = (b, /P)° aA-c/sA -A(IA + ofe,) o @
Df(P & (bf f)c (X‘A-cr/z»:A QA(l +olg) | (3)

~ We will also find it convenient to define vy = PQyPrQu V. =
“P,Q/P,Q,, and y; = PfQP/P AQa, as, respectively, the value wexghted shares of the
domestic, unfairly traded and falrly traded products.

135 Gee Armington (1969), p. 167. Also sec Morkre (1984), p. 63.
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~.Given this structure for the demand equations of the model, we can compute -
the own price and cross-price elasticities of demand for the three products: 126

g, =(1 — 190 + 18y & =1 -1J)0 + 18 & =1 - 7J0 * V&,

€ " 'Yu(o. - SA) 8ud = 'Yd(c - SA) 8{d 'Yd(O' - GA)

€4 = YAC — €, - gy =7{o - €,) gy = Y0 — &)

where ¢, is the own price elasticity of demand for product i and g; is the Ccross price
elast1c1ty of demand for good i with respect to a change in the price of good j.
These elasticities are not, therefore, constant, since they vary with the prices and
quantities.

I1. Supply

It is assumed i in this study that both domestic production and fair imports are
supplied competitively to the U.S. market. It is further assumed that these supply
relationships are of the constant elasticity form, so that we have

S, = a PN “)

S, = aP™ ©)

where S, and S; are domestic supply and fair import supply, respectlvely, and o,
oy, Mg and m; are all positive constants

126 See Armington (1969), p. 169. Also see Morkre (1984), p. 64. Note that we defme eA to be a negative number while
Armington defined it as a positive number.
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L. Estimating the Effect of Unfair Imports Assuming Full Pass"\l‘hroug'lll

The assumptlon of full pass through means that, in order that there be no more
unfair imports, the price of the imports in question must increase by the amount of
the (dumping or subsidy) margin M, as computed by the Department of Ccmmerce
- We therefore have :

_Pu*=‘Pu(1+M) S ®

where P,” is the price that the unfair imports would have to be in the Umted States
to not be unfairly traded under the full pass through assumptlon :

A change in the price for unfairly. traded imports will in- turn” change the
equ111br1um pnces and quantities for the other products in the model.  Our objective
in this study is to measure these changes, in order to know what the effect of a
given unfair trade practice has been. - This was done usmg a computer program,
written in the GAMS language 127

The computer model takes as inputs the margin M the pnces and quantmes
P, P, P, Q4 Q,, and Q;, and the elasticities €,, &, Ng, and Ne- Wlth thls data all
of the other parameters of the model can be computed

We begm by computing the constants o4 and o, whlch are:

' O‘d.’= Qd /P dm’

a = Q. /P £

The constants bd, b, and bf can be computed by noting that in equlhbrlum the
marginal rate of substltutlon between competing products must equal the ratlo of
their prices, and so: . »

 (00,00)

‘ 0 Y1+ .= - |
gy | QT SR

127 GAMS is a high level computer language designed for the construction and solution of mathematical programming
models. )
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o)

(149 = '
T = (b, d)(Qd Qe p,, P,

We can therefore solve for b and bf in terms of bd as:

b, = b, @, /PHQ, / Qd)(hp)
bf = bd (Pf/P d)(Qf'[Qd)(l:+P) '

These relationships, together ‘with: the fact that bd + b + bf -'1 allows us to solve
for bd as a functlon of prlces, quantltles, and p L

[+ (@, RYQ, Q) + @ /Pd)(Qf /Qd)‘“‘”]’ B

Knowmg by in turn allows us to compute b and bf from the equatlons above

Knowmg by, b, and be allows us to compute Qa and P,. The constant o, can
then also be computed:

- - '-e
o, = QP."

Knowledge of all of the parameters allows us to identify the model consisting
of equations 1 through 6. The equlhbnum of this model is solved using the
GAMS/MINOS solver.'?

The full pass through estimates are computed in four stages. In Stage I, the
elastlc1ty of aggregate demand ¢, is taken to be -.01, the elasticity of substitution
o is taken to be.9; and the elasticity of fair import supply 7 is assumed to be zero.
The elasticity of domestic supply is assumed to be 10 for manufactured products,
4 for livestock products, .32 for forestry and fishery products, .3 for other
agricultural products, and .2 for mineral products The low (absolute) value for €,
means that aggregate demand for the product is little affected by price. Lower
import prices do not therefore expand the market, but only take sales away from the
domestic product. The high value for ¢ means that imports and domestic products

128 The GAMS language can utilize various solvers which are separate modules from the language itself. GAMS/MINOS
is one of these solvers. Two important features of the GAMS language are (i) that it allows modelers to concentrate on the
construction of modeling, rather than having to worry -about solution algorithms, and (ji) that it permits model descriptions
that are independent of these algorithms.
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are close substitutes and so domestic demand will be very. sensitive.to changes in -
import prices. The zero elasticity of fair import supply means that only the price
and not the quantity of fair imports will change in response to changes in unfair
import prices. '

In Stage II, the elasticity of fair import supply is assumed to equal that for
domestic supply. This change reduces the impact of unfair trade practices on the
domestic industry because some of that impact is now borne by fair imports.-

~ InStages Il and I\{,_the extreme 'a‘ss_ur‘nptions‘ about the elasticity of aggregate
demand and the elasticity of substitution are, respectively, replaced by estimated
values that are unique for each investigation. -

IV. Estimating the Effect of Dumped I_mports.Assuming Partial Pass Through

If subsidized imports are supplied by a foreign industry with a perfectly elastic
supply curve, then eliminating the subsidy will cause the price of those imports to
rise by the amount of the subsidy. Therefore, under these-assumptions, the full pass
through approach used above will be appropriate. S

" In some cases of dumping, the full pass through approach will overestimate
the effect on the domestic industry. As discussed in Chapter II, dumping occurs
when an imported product is sold in the United States (i) at less than its cost.of
production or (ii) at less than its price in its home market (or in a third country).

In the latter case, dumping is eliminated by charging the same price in both-
countries. This can be accomplished by raising the price of the dumped imports in
the United States by the amount of the dumping margin (which is the full pass
through assumption). However, we would expect a profit maximizing firm that
previously could price discriminate, but now cannot, to lower its home market price
as well as increase its U.S. price.. If dumping is eliminated, the U.S. price of unfair
imports will therefore increase by less. than the amount of the dumping margin.
Hence, the effect of unfair imports on domestic industries will be less than that
implied by the full pass through assumption. | :

"To refine our estimates, we relax the assumption of full pass through, and
“model the unfair imports as being produced by a single firm. This firm, protected
from competition in its home market, acts as a monopolist, setting its price P, and
selling a quantity Q, in this market. In its sales to the U.S., it acts as a dominant
firm, setting its price P, so as to maximize its profits given the supply béhavior of
the competitive fringe, which consists of the domestic industry and the fairly traded
imports. ‘
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- Demand in - the home market is assumed to take the constant elastlcrty form
s0 that ‘

. € -
Dh = (thh‘

This ﬁrm is assumed to have a cost functlon that can be approxrmated by the linear
relationship -

Q) =cQ +F

where C is total cost, and c and F are positive constants. This assumption implies
that in the relevant range of possible output levels the unfair 1mport producer s
margmal costs are constant :

We can express the pricing and output decrsrons of the unfarr unporter as a

non—lmear programmmg problem:

 Maximize B, D, (Pd,P.,,Pa £ ByDy®) - ¢ DuBPuP) + Dy@] - F
Pu:Ph" : o S

leferentlatmg wrth respect to P, and Py, respectrvely, and settmg the results equal
to zero grves the followmg first order condmons

[ @D, /aP,) + (D, /8P )P, /3P,) + (8D, /oPY(@P, /oP) ]-(P,- ¢) + D, = 0

(P,- ¢)(@D, /6P,) + D, = 0
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which we can then solve for P, and P,:

P - ¢ —
T T v o TP, 1) + e P, O, BT

c

P = _°
g 1+ 1/,

To compute the two total derlvatxves in the expression for P we take advantage of
the equilibrium conditions .

D = Sd
D=8,
Taklng denvatlves of these equatlons ‘with respect to P, glvqs_:'

(8D, 197 AP, /dP) . (an /ap) + (D, /3P )(dP, /dP) - (as /6Pd)(dP /dP)
(3D, /0P )(dP, /dP)) + (3D, /P)) + (3D, /OP)(dP, /dP)) = (3S, /3P )(dP, /dP,)

Which allows us to solve for dPy/dP, and dP/dP, in terms of the partial deri\_iatives:

(-aD, /8P )I(D, /oP) - (3S, /0P)] + (8D, /éPf)(an /op)
[(6D /an) (as 1P )II(@D, 3P, - (@S, IoFy] - (8D, /aP (8D, /oP,)

"dP, /dP,

(-8D, /6P )[(8D, /0P,) - (3S, /6P )] + (2D, /OP)(@D; /P
[(@D, /2P;) - (35, /aP )Ii(@D, /P) - (S, R)] - (@D, /an)(aD /P )

dP, /dP,
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This allows us to express ¢ as:

c=PR 1 + lg, + €uilBufn ~ a8 ~ MJ] + Ed8u8q — Enl(8q — MJ]
' (Sd - nd)(sf - nf) - Efdedf

From the first order condmons and the fact that P, = P (1+M) we can solve
for €, :

G =PM+ 1) /o -PM+ 1]

With a numerical value for g, a numerical value for o, can be computed.

The above relatlonshlps allow us to compute all of the parameters of the
model, given data on prices, quantities, aggregate elastlclty of demand in the U.S,,
the eldsticity of substitution in the U.S., domestic and falrly traded elasticity of
- supply, and sales in the unfair firm’s home market. By identifying the parameters,
it is possible to solve a new non-linear programming problem to determine the
foreign monopolist’s profit maximizing price to charge when it cannot price
diScriminate between markets. We do so using the GAMS program with the
MINOS solver. - '

V. Poséib_l_e Biases of the Estimates

Throughout our study, we compute upper bound estimates of the 1mpact of
unfair imports on domestic industries. These bounds are successively lowered at
each stage However, it.is important to remember that the estimates are just that,

“upper bounds, and that as such they overstate the actual effect of unfair trade
practices upon domestic industries. There are several reasons why this is the case.
" First, the estimates.depend upon the data as measured and reported by
Commerce and the ITC. - As discussed in the main body of the text, it is widely
recognized that the methodologies used by Commerce to compute the countervailing
duty and dumping margins may be significantly biased upwards. These biases make
it is possible for Commerce to find a significant countervailing duty margin when
subsidies have no economic impact upon domestic firms, and for Commerce to find
a significant dumping margin even when the foreign firm is charging the same
prices in its home and its export markets. Since the margins are inversely related

93



to the performance of domestic industries, upwardly biased margins will result in
injury estimates that are themselves ypwardly biased.

A related issue is market structure. Throughout this study, we model the
domestic industry as being perfectly competitive, and the victim of unfair practices
by foreign firms that behave as mongpolists. This combination of assumptions
maximizes the impact of unfair imports upon the domestic industry.'”

This market structure is, however, often at conside_rable variance with reality.
There are several unfair import cases involving a single firm that is the sole or
dominant domestic producer of an article, or only a few firms in an o}igopoly
industry. These cases: also ‘often ‘involve - foreign ‘induystries that are highly
fragmented, and/or involve firms from several different countries. Such
circumstances would tend to make it more difficult for forelgn firms to coordmate
their activities sufficiently to behave as the tlght cartels that our assumptlons imply.
These circumstances appear to be inconsistent with mtematlonal price dlscrlmmatlon
with large dumpmg margins : : :

Fmally, dumplng and subsldy margms are computed by Commerce on the'
value of the product at the (forelgn) factory gate. The price of the product sold in
the United States will be the price at the factory gate plus the costs of transportation,
which can include freight, insurance, and any existing tariffs, Although some of
these costs will be proportlonal ta the value of the product, others will not. Beqause
of this, when the price of an unfalrly traded good is raised by the amount of the
margin at the factory gate, the price of the good in the United States will increase
by proportlonally less than the margin. Given our interest in estimating uppcr
bounds for injury to the domestic industry, our methodology assumes that prices in
the United States rise by the amount of the margin. This therefore ovcrstates the
effect of unfair trade practices on the domestic. industry.?""

' Furthermore, it also appears to be a belief shared by many who support laws against unfair lmports For a recent
elaboration of this point, see for example Wood (1989), p. 1167f. .

1% As indicated in section I, our model assumes that the aggregate product isa CES function of domestic product, ppfair
.imports, and fair imports (if-any). This is the Armington assumptiori, which assumes diffarentiation” of product by couniry
of origin. Recently, the Armington assumption has fome under criticism because it implies a greater degree of national
_monopoly power than may be appropriate. See, for example, Brown (1987). An alternative approach is to assyme, following
“Spence (1976) and Dixit and Stiglitz (1977), that each firm produces a differentiated product. The purpose of this note is to
show that, for purposes of the present study, the Armington assumption does not yield biased injury estimates compared to
the injury estimates obtained using the Spence-Dixit-Stiglitz approach.

Since the two approaches differ only with respect to product differentiation, to compare them it is important to keep

other features of the model the same. Speciﬁoally, we assume that marginal costs (of the industry or of firms) are constant,
To simplify matters, we also assume fair imports are zero. :

(continued...)
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D"( contmued)

As shown in sectnon I under the Axmmgton assumptxon the aggregatc product (m the absence of falrly traded imports)

AR

i

| U ebQr b o @Y
andthe demandfor the ddtﬁgéti_c, productls ) IR C
D,®,P) = b°Q,®, R)" - (B2)

Since P, eﬁualg constant matginal cost, total revenue, R, is

. R =PQ, =bQPPc .. B

and b;jgppxtional differentiation gives .. : . .

“since

R, = Q.+ GP'A"; G -}VBA)Yﬁpvll':il BT B ®9

'

QTP Py 1R+ AP,

and assuming quantity units are defined so-that initial prices ‘aré unity.

Under the Spence-Dixit-Stiglitz approach to product differentiation (see ¢.g., Brown (1992), Helpman and Krugman
(1989), chap. 7), aggregate product is also a CES function

Qu=Tom @7 +b 0 @7T% | ®9)

'where there are n‘l rcpresentauve domestlc ﬁrms and n, rcpresemazlve fote|gn ﬁrms Each firm-is assumed to be a
imonopohstu: competltor o e .o Cee - S

=Y can be shown ‘that the demand facmg a representatlve domestlc firm is the same as equatlon (BZ) Each firm’s
percewed demand elastlclty is . . Domestic industry revenue is .

o T, = 0P, = nbQup, Py’ (B6)

. The prof t-max:mxzmg price for each firm is MClo/(c-1)}], where MC is marginal cost. ‘In ‘the short run, with n,
flxed the proportionate change in domestic industry revenue is the same as in'equation (B4). In the long run, withn, variable,
each firm eams zero profit and produces q, = F(c-1)/MC, where F is fixed cost. In this case, the percent change in domestic
industry revenue equals the percent change in the number of domestic firms.

This analysis shows that the measured effect of unfair trade practices on a domestic industry is the same under the
Armington assumption and under product differentiation by firm.
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APPENDIX C

SIMULATION OF FOUR DEMAND-SIDE FACTORS
: - 'AND FAIR IMPORTS :

This appendlx apphes the model presented in Appendix B to simulate the
effect of unfair imports on the demand for the domestic product using alternative
values for the demand parameters, market shares of domestic. and imported products,
and dumpmg/sub51dy margins. | The results of the simulations are glven in Table
3A.1. :

Table 3A.1 is orgamzed as follows. We allow for two poss1ble marglns (5
percent and 25 percent) and two possnble market shares for the domestic product (80
percent and 60 percent).” In all cases, we assume the 1mtxal market share of fair
imports is 10 percent.” This leads to four alternative cases. The four cases are
indicated by the rows designated by A (low margin; high 1mt1al domestic produot
share), B (low margin; low initial domestic product share), C (high margin: high
initial domestic product share), and D (high margin; low initial domestic market
share). Note that the numerical values for the initial quantltxes are also percent
market shares.

The first row for each case (Al, i31 C1, or D1) indicates the 1miia1 smk.latxon‘
prior to dumping or subsidization of imports. The effect of unfair imports on the
quantity demanded of the domestic product is shown under column 2).

The second through fifth rows for each case 1nd1cate the quantltatwe effects
of unfair imports as each of three elasticity parameters is'changed successively. The
three elasticity parameters are- the degree of flexibility (or elasticity) of: (1) fair
imports, (2) the demand for the composite good, and (3) the ‘degree of demand
substitution between domestic prpduct and imports The degree of flexibility for the
parameters is indicated at the right of the table, in columns (6) through (8). Movmg
down the raws, the values assigned to the parameters change so that the adyerse
effect of unfair imports on the demand for domestic product lessens. Thys, the
assumptions underlying rows 2 yield the largest adverse effects on the demand for
the domestic product and the assumpt;ons ‘underlying rows 5 yield the. smallest
adverse effect.
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The effect of flexibility of fair imports is revealed by comparlng rows 1, 2,
and 3 (for all four data cases). Whenfair imports are: flexible, their supply to the
domestic market contracts when there are unfair imports; and this lessens the -
adverse impact on the domestic industry. For example, in data case C, the reduction
in demand for the domestic product is from 80 to 50.6 if fair imports are flexible
versus a reduction from 80 to 48.8 umts if fair imports are inflexible.

The influence of the price sensitivity by consumers for the group product is
shown by comparing rows-3 and 4 for all four data cases. In each instance, a higher
price sensitivity involves a smaller impact of unfair imports on demand for domestic
product. This factor becomes more important as the dumping/subsidy margin and
unfair import share both increase. Therefore, as price sensitivity of consumers for
the product group increases, the adverse 1mpact of unfair 1mports on domestlc
1ndustry declines. - :

’Finally, the influence of the degree of demand substitution between domestic
and imported products is seen by comparing rows 4 and 5 for all four data cases.
This factor has a particularly strong impact on domestic demand. For example,
* rows D4 and D5 show that demand for domiestic products i mcreases substantially,
from 24.0 to 51.3, when the degree of substitution changes from very high to
moderate. Thus, the severity of the impact of unfair imports on the demand for the
domestic product is positively associated with the degree of demand substitution.

‘Given the share of unfair imports, the effect of the size of the dumping or
subsidy margin on demand for domestic product is shown by comparing rows A5
and C5 or by comparing rows B5 and D5 (assuming a moderate degree of
* substitution between domestic and imported products). The first comparison shows
- that demand for domestic product declines from 80 units to 79.2 units when M is
.5 percent But demand declines from 80 units to 75.7 units when M is 25
_percent.”" Thus, the extent of the decline in demand for domestic product is
, poS1t1vely associated with the dumping/subsidy margin.

leen the. dumpmg/submdy margm the effect of unfalr nnport market share
is 'shown by comparing rows A5 and B5 or by comparing rows C5 and D5
(assuming a moderate degree of substitution between domestic and imported
- products). For the first comparison, domestic demand declines from 80 units to 79.2
‘units when the share of unfair imports is low. The correspondmg decline is from
- 60° units to 58.2 units when the unfair import share is high. In the second
‘comparison, domestic demand- declines from 80 -units to. 75.7 units when the share
of unfalr 1mports is low.” The correspondmg decline is from 60 units to 51.3 units

"o Comparmg rows BS and D5, demand for domestlc product declmes from 60 to 58.2 when M is § percent but declines
from 60 to 51.3 when M is 25 percent..
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when the unfair import share is bhigh. Thius, the relative deciine in démgnd for
domestic product is positively assogiated with unfair import share, and this effect

is magnified as the dumping/subsidy margin increases.

The rationale underlying the interaction between the unfair import share and
the dumping/subsidy margin -is that the impact of unfair imports on domestic
‘industry is proportional to_the initial share, or presence, of unfair. imports in the
domesti¢c-market. Relatively more consumers wha initially purchase the domestjc
product will attempt to switch to ynfaif‘imports when the initial share of unfair
imports is high because the latter appear to be more readily availgble.'

To summarize, the simulations indicate that the adverse impact of unfair
imports is compounded by the interagtion between the dumping/subsidy-margin and
the share of unfair imports when both are relatively large. Further, an especially
important role is found for the degree of demand substitution between domesti¢ and
imported products. - . , Lo T

1 More precisely, this is a result of our demand structure where the aggregate good is a constant lasticify of sybstitution
function of the domestic product, unfair imports, and fair imports. With.this strugture, the cross elasticity of demand for the -
domestic product with.respect to price of the unfair imports is proportional to the inlfial share of unfair jmports. See Appendix
B for a discussion of this issue. C ‘ ' ‘
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APPENDIX D

" ELASTICITIES AND OTHER DATA USED TO ESTIMATE EFFECTS
OF UNFAIR IMPORTS ON DOMESTIC INDUSTRY

As discussed in Appendix B, the estimation of the magnitude of the effects of
dumped or subsidized imports on domestic industries in ITC cases requires certain
. elasticities. This Appendix explains how these elasticities were obtained. We also
present the data used to calculate partial pass through of the dumping margin.

I. Elasticities

Four elastlcltles are requlred They are: (1) the supply elastlclty for the
domestic industry, 1, (2) the import supply elasticity for fair imports (imports that
are not dumped or subsidized), n, (3) the domestic demand elasticity for the
aggregate product group (comprising domestic and imported products), €,, and (4)
and the elasticity of substitution in demand between domestic and imported
products, o. :

- As explalned in Chapter 4, we provide four sets of results, i.e., stages I
through IV. Specifically, we examine how the upper bound for estimated injury to
the domestic industry changes as we proceed through a step by step process of
systematically incorporating more appropriate values for the various elasticities. In
stage I, we use the appropriate value for 1, but set n, = 0, €, = -0.01, and 6 = 9.
These assumed values maximize the estimated injury to domestic mdustry In stage
I1, the only change from stage I is to set Mg = Mg Import supply is expected to be
at least as elastic as domestic supply because import supply is the difference
between foreign supply and foreign demand. In stage III, the only change from
stage II is to use a more appropriate value for €,. Finally, in stage IV, the only
change from stage III is to use a more appropriate value for o.

- Demand elasticities (¢4 and ¢).. The demand ,elasticity values used in this
report are based on estimates developed by ITC staff or on econometric estimates
available in the literature. The elasticity estimates developed by ITC staff are

-especially important because ITC staff focusses on the product and time period
relevant to each case.'® :

1 Typically, ITC staff does not estimate econometrically the elasticities in dumping or subsidy cases. This is primarily
because ITC staff usually has too few observations to work with and operates under a very tight time schedule. Instead, ITC
staff employs an iterative procedure starting with initial econometric estimates available from the literature. It then seeks
information and comments from experts involved in the case that are used to revise the initial estimates. Note that ITC staff
only started providing elasticity estimates for unfair trade cases in November 1987, for the dumping case involving Neoprene
Laminate from Taiwan (investigation no. 731-TA-371, case number 20320).
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For cases where elasticity estimates are not available from ITC staff, we rely
on econometric estimates available in the literature, primarily from Coursey and
Taylor (1982), Reinert and Roland-Holst (1992), and Shiells, Stern and Deardorff
(1986). The produicts involved in ITC cases are often very specific. We match as
closely as possible the products involved in ITC cases with the broader product
categories typically used by econometricians. For some cases the match was not
sufficiently close and, therefore, an appropriate elasticity value was not available.
~ However, for a few of the cases for which appropriate elasticity values were not
directly available, it was possible to derive elasticity values from estimates for
related products together with other information. ‘

Table 4A.1 gives the values and sources for the demand elasticities used in
this report. When a range is shown for €,, we use the smaller (absolute value)
- number in our calculations in order to provide upper bound estimates. ' Similarly,

when a range is shown for o, we use the larger number. NA indicates that an
elasticity value for the ‘case was not available. ' :

" Supply elasticities (y, and 5). For cases involving manufactured products
we use a domestic supply elasticity of 10. If there is sufficient time for firms to
respond, it is generally found that domestic industries can expand output (e.g.,
" modifying or adding to existing plant and equipment) without causing an'appreciable
increase in unit costs. This is supported by the empirical work of Richardson and
Mutti (1976) and by Walters (1963).* Furthermore, this is also supported by
ITC staff for those cases where the information is available. However, ITC staff
uses a one year time horizon whereas our focus is on longer term adjustment.
Accordingly, the supply elasticity values reported by ITC staff are, in a few cases,
smaller than 10.' ' ST ' '

For cases involving mining products, we use a domestic supply élasticity of
0.2. This is based on Richardson and Mutti (1976). '

For agriculture, the supply elasticity used varies with type of product. We use
0.40 for livestock products, 0.30 for other agricultural products, and 0.32 for
forestry and fishery. These elasticity values are from Tweeten (1970).
TABLE 4A.1 : o '

134 For a recent discussion of'empirical studies of supply, see the intermediate microeconomics text by Mansfield (1991),
pp. 202-208. - o

135 There are five cases where the domestic supply elasticity reported by ITC staff is smaller than 10. In electrical
conducting aluminum redraw rod (cases nos, 21031 and 21032) ITC staff reported the domestic supply elasticity to be between
1 and § (ITC Memorandum EC-L-251, 7/26/88), in brass sheet and strip (case no. 20990) the reported elasticity was between
1 and 5 (ITC Memorandum EC-L-238, 7/27/88), in nitrile rubber (case no. 20900) the reported elasticity was greater than §
(ITC Memorandum EC-L-166, 5/27/88), and in color picture tubes (case no. 20460) the reported elasticity was reported to
be toward the upper limit of the range 5 to 10 (ITC Memorandum EC-K-471, 12/11/87). '
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IL. Data to Calculate Partial Pass Through of Dﬁmping

Of the 29 dumping cases that had large injury after stage II (Table 4.2), only
12 were pure price dumping cases. The other 17 cases involved, to varying degrees,
 constructed value or third country comparisons in order to determine fair value. We
only attempted to calculate the partial pass though of dumping for the former 12
cases. They are listed in Table 4A.2.. : .

~Of the 12 cases, we were only able to obtain data on home market sales for
five. They are marked by "#." As explained in the text, only in stainless pipe
fittings (case no. 20670) did the adjustment for pass through make an appreciable
difference to estimated injury. This is because it is the only instance where home
market sales did not completely swamp exports to the United States. For a

discussion of this issue, see Appendix B.
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